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The Inaugural Lecture of the Research 
Professor of Social Biology in the 
University of London’ 


Introductory Remarks 
By H. G. WELis 


Ir is with great pride and pleasure that I find myself here to-day 
to say a few words of welcome and introduction to Professor 
Hogben. 

It is rarely that I invade the precincts of a university. 
Although I am a very keen educationist, my work lies outside 
strictly academic channels. I might describe myself as an 
amateur of adult education and a dealer in general ideas. From 
that point of view I find the establishment of a chair of social 
biology in association with the University chair of social anthro- 
pology and with a kind of prospect behind it of a chair of social 
psychology a most exciting event. These are not, I feel, simply 
additional chairs, extensions of established methods and 
routines. They are going to prove, I hope they are going to 
prove, revolutionary chairs. They seem to me to portend a 
complete change of direction and method for the social and 
economic sciences. 

Social and economic science used to be called political 
economy. And that used to be called the dismal science, and 
complained about in the most unflattering way. For the most 
part justly. It dealt with human things and it was entirely 
inhuman. It pretended to be a science and it began with 
hypotheses and definitions in an entirely medieval manner. 
Much of that flavour of scholasticism has clung to social and 
economic science down to the present time. Its generalisations 
still float loose and away from its observations. 

But one of the most interesting and stirring things in the 
intellectual life of our time is the rapid advances made in human 
biology from a score of different points of the front. We know 


1 Inaugural lecture delivered at the London School of Economics and 
Political’ Science on 23rd October, 1930. The Chair was taken by Mr. 
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ten times more than we did a quarter of a century ago of the 
ancestry of Homo Sapiens and of the early phases of his history, 
and experimental nervous physiology and psycho-analysis have 
revolutionised our conceptions of mental processes. We possess 
now a coherent picture of the stages by which the complex 
human societies that appear in the dawn of history arose out of 
the small family groups of our sub-human ancestors. We are 
in a position to analyse in a soundly scientific way the growth 
of the ideas of law, property, obligation and rule which bind us 
together to-day. They are not yet analysed, but we are in a 
position to analyse them. ‘That is to say, the foundations of a 
really scientific treatment of sociology and economics exist. 
They did not exist before. Sociology and economics can come 
down at last from the provisional assumptions of their pre- 
scientific period, to tangible and verifiable realities. 

It is characteristic of our London School of Economics that it 
should be first to recognise this new phase in the subjects to 
which it is devoted, and that it should embody its recognition 
by the acceptance of these twin endowments, the chair of social 
anthropology and the chair of social biology. Here in the study 
of the psychological and biological facts of human inter-relation- 
ship we have the foundation for a scientific structure—a new 
body of real social, political and economic knowledge, that may 
presently stand as confident and as assured and as applicable to 
current problems as the physical and biological sciences. Upon 
this basis Economic Science will be built anew. 

In Professor Hogben we have a most hopeful and desirable 
adventurer—if I may use that word in the most respectful sense 
—for this undertaking. Although he is still most enviably 
young, he has already made a very considerable name for him- 
self as an investigator of great originality and thoroughness. 
He is no mere specialist. He can deal boldly with broadest 
generalisations, and he displays an almost too insurgent and 
revolutionary spirit towards accepted ideas and ruling phrases. 
He can even exercise our minds by denying that natural selec- 
tion means what it clearly does mean, and so bring us to realise 
how inexactly and dangerously it has been invoked by various 
authorities in the past. He will not be able to abolish that 
phrase, because there is no other so good to take its place, but 
he will impose a much more wary and precise use of it upon 
most of us, and a much acuter sense of the nature of that indi- 
vidual difference which makes not merely every being, but the 
inheritable qualities of every being, unique. 
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In the hands of a biologist, economics becomes merely one 
special case of the science of ecology, the science of the balance 
and welfare of species. He sees humanity maintaining itself in 
an environment which not only changes, but which humanity 
itself is continually changing, wittingly and unwittingly. He 
studies the fluctuations of our species under this fluctuating 
pressure of circumstances. Ours is a species of immense variety 
—not, perhaps, with so great a range of variety as the dog, but 
with more than that of the cat. It is a species numbering per- 
haps 1,800 million individuals, which at present we classify 
into races, so vaguely defined in their characters, that almost 
all anthropologists become apologetic when they talk about them. 
These races are continually mingling, and we do not begin to 
know what that mingling means or involves. That does not 
prevent the most dangerous and violent convictions about this 
matter from being entertained, and acted upon, in the most 
extravagant way. Massacres, lynchings, race wars—most of 
these things are premature social biology in a state of inflamma- 
tion. They are crude efforts in elimination. We know next to 
nothing about human mutations and what mutations may have 
appeared and spread in the historical period. Human races 
have never been sharply defined. They have diverged and they 
have converged. There has always been intermixture, but now, 
under modern conditions, humanity is being mixed and stirred 
together faster and faster. A vast fantastic dance of the genes 
is going on in our species. That is, I might almost say, the 
primary fact of contemporary human biology. Whatever the 
importance of the réle of natural selection in the modification 
of living species generally, there can be little dispute that now, 
with mankind, the conditions of individual survival are so in- 
finitely various, personal advantage is so haphazard and incal- 
culable in its nature, that natural selection can scarcely be 
operating at all upon the play of variation in progress. The 
elimination of detrimental types and characteristics, the foster- 
ing of desirable types and characteristics, if these things are to 
be done at all, must be deliberate and artificial. And it must 
be based upon an intensive development of the genetic side of 
the science of social biology. Let me put what I am saying in 
other words. In the case of the human species circumstances 
are changing so rapidly, and reproduction goes on so slowly, 
that natural selection has ceased to operate. 

This realisation carries us far from the time when it was 
possible for Dr. Archibald Reid to oppose temperance legislation 
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because it arrested the elimination of drunkards, and when every 
sort of social relief could be condemned on the ground that some 
peculiar strain of human being, known as the Unfit (and not 
otherwise defined) was thus enabled to survive.. We know enough 
now to know that our knowledge of the quality and trend of 
human reproduction and survival is practically nil. And we 
know also that a vast and growing mass of genetic science is 
approaching a phase when it may very rapidly protrude into 
this blank ignorance in the most fertilising way. 

I will not expatiate here on the other very profound differ- 
ences that make the biology of man almost a separate science 
from the general study of biology, because I believe that our 
lecturer has something to say on that matter. With what he 
has to say I expect I shall find myself in appreciative agree- 
ment. 

It is with the liveliest anticipations that I have come here 
this afternoon as a learner and witness, while Professor Hogben 
drives his first furrow across this new, vast, almost virgin and 
most promising field, that has been given him to cultivate. 

We all welcome him most heartily. 

Professor Hogben, the word is with you. 


The Foundations of Social Biology 


By LANCELOT HoGBEN 


(Research Professor of Social Biology in the University 
of London). 


REFERRING to Milton’s brief experience as a schoolmaster in 
Aldersgate, Dr. Johnson, in his Lives of the Poets, remarks : 


“The purpose of Milton was to teach something more solid 
than the common literature of the schools by reading those 
authors that treat of physical subjects, such as the Georgick 
and astronomical treatises of the ancients. ... But the truth 
is that the knowledge of external nature and the sciences 
which that knowledge requires or includes are not the great 
or frequent business of the human mind. Whether we pro- 
vide for action or conversation, whether we wish to be useful 
or pleasing, the first requisite is the religious and moral 
knowledge of right and wrong. ... Prudence and justice are 
virtues for all times and all places; we are perpetually 
moralists, but we are geometricians only by chance. Our 
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intercourse with intellectual nature is necessary : our specula- 
tions upon matter are voluntary and at leisure. Physiological 
learning is of such rare emergence that one man may know 
another half his life without being able to estimate his skill 
in hydrostatics or astronomy; but his moral and prudential 
character immediately appears. . . .” 


Such was the view of Johnson. Such was the view of his 
radical contemporaries with their formule of natural rights. 
With rare exceptions it was the prevailing view of his time. It 
is true that the impact of the new physics of Galileo is already 
seen in the tradition which begins with Hobbes and ends with 
Hume. In the speculations of Hobbes and Locke, philosophy is 
coming to terms with man’s increasing confidence in the guid- 
ance of his own sense data, toying with the possibility that the 
method of science might in the end succeed in satisfying man’s 
curiosity concerning his own nature, but still less interested in 
how human beings do behave than in how human beings ought 
to behave. The determination to make the characteristics of 
human behaviour the subject of ethically neutral inquiry is 
essentially modern. It is perhaps the most singular feature of 
contemporary culture: Political economy has severed its moor- 
ings to moral philosophy. Social anthropology, with more hesi- 
tation, exhibits a growing inclination to adopt the same course. 
In every branch of the humanities investigation is turning from 
the discussion of why things should happen to how things do 
happen. 

Doubtless the mechanisation of industry and innumerable 
minor influences have contributed to this change of outlook. In 
the actual progress of human knowledge no single incident has 
more powerfully reinforced the determination to subject the 
structure of human society to the discipline of scientific method 
than the publication of the Descent of Man. ‘Till then mankind 
had been, as Dr. Perry might say, the sky-born children of the 
animal kingdom. ‘The loss of their celestial status undermined 
the complacent dualism which had permitted humanistic philo- 
sophy and utilitarian science to pursue an independent course 
from the Renaissance to the middle of the nineteenth century. 
To-day the endeavour to promote the study of social custom, the 
distribution and production of wealth, the organisation of states 
and the growth of human populations as problems of behaviour 
is philosophically guaranteed by the generally accepted conclu- 
sion that millionaires and metaphysicians, statesmen and 
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seventh-day adventists are alike by-products of the same 
secular agencies which have fashioned the rest of the brute 
creation. It is becoming evident that the social sciences can 
no longer progress within the framework of a philosophical 
tradition called into being by the conditions of the city state, 
equipped with a logic devised to regulate legal disputes between 
fig merchants, and nurtured from Abelard to Kant in servile 
intimacy with the requirements of apologetics. The alternative 
outlook which evolutionary biology brings to the study of 
human society is neither a philosophy of social reform nor a 
philosophy of social reaction, but a philosophy of social discovery. 

Since the publication of the Descent of Man any theory of 
social conduct has had to reckon with the fact that man is an 
animal just as the ant is an animal. Man has a natural his- 
tory of his own, just as the ant has a natural history of its 
own, though there is not, as far as I am aware, an official science 
of myrmecology in contradistinction to sociology, nor any body 
of learning labelled the formicities in contradistinction to the 
humanities. The biologist, as a biologist, is primarily concerned 
with those general characteristics which ants and antiquarians 
have in common. ‘The sociologist confines his inquiries to cer- 
tain characteristics which distinguish men and women from 
ants and all other animals. Their respective fields of investiga- 
tion overlap in the attempt to define what characteristics of 
human society are determined by those characteristics which 
men share with all other animals and what characteristics of 
human society are referable to characteristics which distinguish 
man as one species of animal from all other species of animals. 

So might Huxley, Galton and Spencer have agreed with us to 
define the scope and problems of social biology in broad general 
terms. Since their time experimental biology has made spec- 
tacular advances in the study of animal behaviour with disas- 
trous consequences to the anthropomorphic equipment of instincts 
which social psychology still cherishes as a legacy from Dar- 
win’s generation. Those who now undertake the task of contri- 
buting to a closer unification of biological and social science are 
encouraged by the recognition that the implications of evolution 
for social philosophy are pregnant with far more drastic conse- 
quences than Huxley, Galton or Spencer were in a position to 
realise. This does not make the undertaking less formidable. 
The progress of animal biology as an experimental science indi- 
cates that the difficulties of devising suitable methods for the 
study of social biology are much greater than our predecessors 
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imagined. To build upon a secure foundation those difficulties 
should be faced at the outset. It is my intention in this inau- 
gural address to examine what they are rather than to hold out 
the prospect of an immediate and abundant harvest. 

To-day the hypothesis of organic evolution rests on a founda- 
tion of securely established experimental data which were not 
accessible to the generation for which Darwin wrote. From a 
purely technical standpoint, Darwin’s most specific contribu- 
tion to the evolutionary doctrine was the Theory of Natural 
Selection. As stated by Darwin, the Theory of Natural Selection 
has been profoundly modified to accommodate the result of later 
inquiries into the nature of heredity and variation. Such in- 
quiries did not receive their impetus from the Origin of Species. 
They followed the course prescribed by Mendel’s experiments 
upon the kitchen pea. The epochal magnitude of Darwin’s con- 
tribution to natural philosophy has tended to overshadow the 
profound modifications which have ensued in the subsequent 
history of the evolutionary doctrine, and as I shall indicate, in 
the sociological implications of the Descent of Man. ‘The De- 
scent of Man encountered fierce contemporary criticism. When 
the storm subsided, the fear that the Church somnolent would 
again become the Church militant remained. ‘There are still 
some biologists who regard any public discussion of the selection 
hypothesis as a betrayal of the policy of a united front. So in 
speaking to you as an experimental biologist I have no inten- 
tion of concealing the fact that there are other biologists still 
living who would disagree with much which I am about to say. 

The evolution of Thomas Henry Huxley, of Francis Galton 
and of Herbert Spencer was a precocious baby. Its parents and 
relatives entertained high and perfectly legitimate hopes for its 
future career on the government benches. With that end in 
view they encouraged it to argue about politics with its elders 
before it had learned to stand securely upon its own legs. Anti- 
cipation of immediate progress in the biological treatment of the 
humanities was inevitably coloured by the issues which made 
the first claim on their attention, and those issues are no longer 
topical. ‘The selectionists undertook the task of emphasising 
the similarities of man to other animals in a generation when 
man’s affinities with the beasts was a novel and revolutionary 
idea. To a generation which approaches the problems of animal 
conduct and inheritance by the experimental method it be- 
queathed the task of defining the dissimilarities in biologically 
significant terms. Social biology was brought into being by the 
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work which the selectionists did before us just as truly as the 
anatomy of the Renaissance had to build on the legacy of 
Galen’s teaching. It is no less true that we have received from 
the selectionists certain assumptions, a certain bias and a cer- 
tain optimism which must be abandoned, as Vesalius abandoned 
the Galenic tradition. 

Concerning Vesalius, one of his biographers has remarked 
that ‘‘ Little by little he became convinced that the many dis- 
crepancies between the Galenic teaching and his own observations 
on the human body were due to the circumstance that Galen had 
derived most of his knowledge from dissecting monkeys, but 
had not thought it necessary to mention the fact.’”’ Perhaps 
the biographer of a future Vesalius who succeeds in laying the 
foundations of a new social anatomy will record that ‘‘ In study- 
ing the writings of many eugenists he became strengthened in 
the conclusion that they were often discussing the habits of fruit 
flies rather than human beings, but had not esteemed it neces- 
sary to mention the fact.’’ 

Whatever limitations the pre-existing cosmogony had im- 
posed on the study of human society, it was fully compatible 
with the view that the proper study of mankind is man. ‘The 
immediate effect of the evolutionary controversy was a tempta- 
tion to revert to the Galenic practice in social anatomy. ‘There 
is nothing surprising in this reaction. To Huxley and Spencer 
the all-important fact was that man is a brute. It was necessary 
to reiterate man’s genetic similarity to other animals in opposi- 
tion to the magical view which placed man in a category apart 
from all other natural objects. How strongly the need to em- 
phasise man’s new status was felt is well illustrated by a fami- 
liar dictum in Man’s Place in Nature. ‘‘ Whatever system of 
organs be studied,’ wrote Huxley, ‘‘ the comparison of their 
modification in the ape series leads to one and the same result 
—that the structural differences which separate man from the 
gorilla and chimpanzee are not so great as those which separate 
the gorilla from the lower apes.’’ This, in Huxley’s own 
exemplary metaphor, was plastering the fair face of truth with 
the cosmetic of rhetoric. In his dispute with Owen, Huxley 
went much further than a modern anatomist would be prepared 
to follow him, though he gained the assent of his contemporaries. 
Owen himself might have made a more devastating case against 
man’s affinities with the apes, if like Cuvier he had paid more 
attention to the structure of the human foot and less to the 
hippocampus major. His opponents were too busy disposing 
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of man’s Cartesian spirit to pay much regard to his Cuvierian 
soul. 

We can now see that theological opposition often goaded the 
Pioneers of evolution to extremities which are easy to condone 
but unnecessary to emulate. It is unfortunate that many 
eugenists have tended to perpetuate the same attitude in their 
propaganda. The eugenic movement has performed a necessary 
service in emphasising the close relation between biological and 
social science. It is now time to recognise that the modest pro- 
gramme propounded by Galton, the Galen of social biology, 
cannot be executed by limiting inquiry within the boundaries 
customarily prescribed by eugenic writers. The genetic 
mechanism underlying social behaviour is only one aspect, and 
perhaps a very small part, of the common field of interest which 
theoretical biology shares with sociological investigation. Man 
shares with other animals a certain method of procreation. He 
differs from other animals pre-eminently in the enormous range 
of his realisable reactions to external stimuli.. This complexity 
of human behaviour has its physical basis in the peculiarities of 
the central nervous system. To ascertain the significance of 
these peculiarities belongs to a department of experimental 
physiology which lies beyond the scope of genetics. An ade- 
quate conception of the common field of biological and social 
science necessarily includes both types of inquiry. Exclusive 
insistence on the characteristics which human beings share with 
other species to the neglect of those characteristics which dis- 
tinguish mankind from other animals can only defeat its own 
end, and has again and again led biologists to extravagances 
only too apparent to those who make the study of human society 
their special concern. 

The controversies of the last generation have left their impress 
on the biological discussion of social questions in.a variety of 
ways. I have alluded to the bias towards overlooking the bio- 
logical significance of those characteristics which especially dis- 
tinguish man from other living beings. Closely allied to this 
tendency is a disposition to pre-judge the basic issue of social 
biology by equating the concepts of organic and social evolution. 
Perhaps the temptation to do so had been facilitated by the cir- 
cumstance that the word evolution was taken from common 
speech. Some of the most profound misconceptions in the his- 
tory of philosophy have arisen from the habit of making puns. 
Apart from this the state of anatomical science in Huxley’s 
generation and the original form of the selection hypothesis both 
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contributed to prejudice biologists in favour of racial rather than 
economic interpretations of social development. I am not now 
concerned with stating whether that prejudice is compatible 
with the data at our disposal to-day. What-I wish to urge is 
that there are good reasons why a contemporary biologist, more 
especially an experimentalist, must regard it with suspicion. 

Fifty years ago modern men were known to be associated with 
the later palolithic cultures. Mousterian artefacts had been 
referred to the Neanderthal species. ‘There was much to en- 
courage the hope that further research would reveal a closer 
parallelism between successive stages in cultural development 
and the emergence of new specific and racial types. To-day the 
available information points to the conclusion that our own 
species served a long apprenticeship in earlier cultures than 
those attributed at one time to Neanderthal man alone. ‘The 
data marshalled in Sir Arthur Keith’s masterly survey make it 
less and less easy to press blood relationships out of stone imple- 
ments. Professor Elliot Smith’s emphasis on the physical 
characteristics of man’s environment as the significant factor 
in originating Niltoic civilisation is indicative of a growing 
reaction against the prevalent fashion of biologists to insist 
exclusively on the genetic factor in social change. 

Among the few writers who have drawn a clear distinction 
between the concepts of organic and social evolution, Carr 
Saunders in particular deserves to be mentioned. ‘The experi- 
mental biologist will find no difficulty in discerning the historical 
reason for confusing one with the other. The failure to make 
clear the distinction is inherent in the history of the selection 
hypothesis. Darwin’s followers had no experimental data to 
equip them with an understanding of what happens in artificial 
selection. Hence they regarded natural selection as ubiquitous, 
ever present and essentially constructive, the creator and pre- 
server of the benefits of variation. “ Under the influence of 
Weissmann the selection doctrine assumed a particularly rigid 
form. Heredity and variation were necessarily coextensive. 
Environment as an aspect of the problem of development faded 
out of the picture. For a generation biologists were hypnotised 
by the discredit into which the Lamarckian teaching had fallen, 
till the progress of experimental embryology and the new cell 
anatomy relegated Weissmann’s hypothesis of germinal selec- 
tion to the same limbo as the Lamarckian doctrine. While its 
influence persisted, all differences between parents and offspring 
were regarded as genetic. It followed that a continuous evolu- 
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tionary process had accompanied the development of social insti- 
tutions. It was a natural step to equate the two. The conviction 
that legislation is a more urgent necessity than investigation 
was a mischievous and direct outcome of that step. That 
eugenic propaganda has not yet completely extricated itself from 
this confusion of ideas is well illustrated by a statement made 
by a prominent English eugenist in his paper at the World 


Population Conference in 1927. ‘‘It is a platitude,’”’ said one 
speaker, ‘‘in these days to speak of natural selection as the 
essential agent in human progress.’? It may be a platitude. 


It is not a truism. It is simply a misuse of words. Social 
development is the communication of social tradition from one 
generation to another, biologically determined by the extraor- 
dinary range of man’s conditioned behaviour. Organic evolution 
is brought about by the transmission of new hereditable proper- 
ties through the gametes. The mechanism of one is education. 
The mechanism of the other is sexual reproduction. The extent 
to which they react upon one another cannot be ascertained by 
a priori reasoning. Experimental study of genetic variation 
has made it abundantly clear that evolution is not a continuous 
process and that selection in nature must be regarded as a 
destructive rather than a constructive agency. At present we 
do not know the precise conditions which determine the produc- 
tion of mutant types. The only way of estimating the extent 
of genetic variation underlying the racial and occupational stra- 
tification of human societies is to devise appropriate methods 
for elucidating the irreducible and stubborn facts. This is one 
of the tasks which social biology is committed to undertake. I 
wish to urge that its successful accomplishment will not be faci- 
litated by an undue preoccupation with legislative proposals or 
a disposition to under-estimate the inherent difficulties of the 
problem. 

Let me first refer to the difficulties. The study of 
human inheritance is beset by innumerable obstacles. Man 
is a slow-breeding animal of low fertility. His chromo- 
somes are numerous. Happily, the geneticist cannot control 
his matings. In spite of these drawbacks, some insight 
into the nature of hereditary transmission in the human species 
can be gained by formulating the consequences of random mat- 
ing on certain comparatively simple hypothetical assumptions. 
Familial studies of colour blindness, brachydactyly and the 
blood groups provide clear indications of Mendelian principles. 
So long as family pedigrees are employed to demonstrate the 
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inheritance of physical characteristics, it is not difficult to recog- 
nise the nature of the significant environmental agencies with 
which the hereditary materials react, and to make allowance for 
them. ‘The geneticist is on familiar ground.. The constituents 
of man’s physical environment have been classified by the 
physicist, the chemist and the bacteriologist. Their effects 
upon the physical characteristics of the organism form the sub- 
ject matter of physiology. It is possible to speak with some 
measure of confidence concerning the action of sunlight and 
humidity, of oxygen pressure and diet, of iodine and calcium 
salts, of infectious and contagious germs. ‘here is no danger 
of confusing a family history of syphilis or endemic goitre with 
heredity in the biological sense. The features of man’s physical 
environment are those of the physical environment of any ani- 
mal. ‘The methods for investigating their influence are well 
tried. The concept of a uniform physical environment is a 
definite and tangible one. It can be made clear to a pragmatist 
or a presbyterian, a behaviourist or a bimetallist. 

It is quite another matter to speak about a uniform social 
environment. ‘The factors which determine man’s social be- 
haviour are so obscure and elusive that neither historical 
experience nor the study of other living creatures at present 
enable us with assurance to disentangle the genetic and environ- 
mental agencies which are significant. We encounter nothing 
essentially similar in complexity among other animals. In 
consequence analogies from the habits of the armadillo or the 
pelican are embraced with equal satisfaction by those who wish 
to canonise their personal preferences as universal laws of 
nature. Kropotkin was neither more nor less scientific than 
the political prophets of nature red in tooth and claw. Both 
were supremely irrelevant. _ The same irrelevance has been 
shown again and again, when biologists have yielded to the 
temptation of rationalising their political sentiments. Heape 
constructs a sexual ethic for the fighting and protective male 
familiarised by the biographies of eminent explorers. His 
feminist critic can derive inspiration from the worm Bonellia, 
of which the male lives as a parasite in the generative passages 
of the female. Some eugenists are inclined to picture the human 
poultry farm nicely mapped out in pens, each surrounded by 
its own partition of wire netting, with a few holes here and 
there. Maybe the Rhode Island Reds have scratched their way 
into the proper preserve of the Partridge Cochins. Sooner or 
later the cosmic poultryman, aided by wise statesmen, will put 
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them back where they belong. His opponents can plausibly 
reply that class differences exist in insect communities ; that the 
difference between an ant queen and a neutral worker is more 
striking than the difference between royalty and factory girls; 
and it is a difference determined by diet alone. Such encourag- 
ing illustrations may be pressed into the service of any social 
doctrine by those who prefer analogy to analysis. 

In attempting to evaluate the réle of racial and economic fac- 
tors in social development the record of history is no less am- 
biguous. A striking instance of this ambiguity is to be found 
in Professor Carr Saunders’ book on the population problem. 
In the course of a temperate, and, on the whole, well-balanced 
discussion of the racial factor in history, Carr Saunders re- 
marks that the ‘‘ Nordic peoples are mostly protestant and the 
Mediterranean peoples mostly Catholic and Greek. ‘The fact,’’ 
he continues, ‘‘ that during the Reformation a choice was set 
before most European nations as to what religion should be 
adopted—the issue hanging in the balance for some time in 
many places—seems to indicate that the conditions were more 
or less equalised and the adoption of the Protestant religion by 
the Nordic type was influenced by certain innate characteris- 
tics attaching to that type.’’ Making a very generous allow- 
ance for the genetic homogeneity of the Nordic and Mediter- 
ranean populations, an entirely different interpretation of the 
facts is equally plausible. At the time when Christianity first 
received official recognition in Rome, the countries to which 
Carr Saunders refers as predominantly Nordic were either on 
the fringe of Roman Imperial domination or quite outside it, 
and Christian communities had long been established in South 
France, Italy and Spain. ‘The Christianisation of the Nordic 
geographical region was hardly complete, when controversy 
within the western Church was beginning to assume sinister 
dimensions. With the exception of the Saxons, the conversion 
of the German tribes, including the Frisians, took place in the 
early part of the eighth century. The official conversion of 
Saxony occurred about A.D. 800. Christianity was accepted by 
the ruling powers of Denmark towards the end of the tenth cen- 
tury, and by those of Norway and Sweden at the beginning of 
the eleventh century. ‘The conversion of East Prussia, Latvia 
and Pomerania occurred during the twelfth century. Lithuania 
followed in the middle of the fourteenth century. Where 
Christianity penetrated last of all, the conflict between the rul- 
ing classes and the temporal claims of the Papacy was generally 
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most acute. Where reformers could seek protection in the 
clemency of rulers at loggerheads with the Pope, they spread 
their doctrines successfully. Where there existed a religious 
movement pure and simple, it was generally extinguished. ‘The 
reformed doctrines spread in those countries where Christianity 
had been most recently introduced, and where the political 
sovereignty of the Pope and the economic power of the Church 
as a landowner were least securely entrenched and least agreeable 
to the secular authorities. Catholicism had taken its roots in 
the ancient civilisation of the Mediterranean region, when the 
Nordic peoples were outside the pale. It is true that the Nordic 
peoples gravitated towards Protestantism. It is also true that 
they happened to inhabit the geographical region most remote 
from Rome. ‘There is no reason to think that their initial mis- 
take in choosing to live in the north of Europe was determined 
by characters peculiar to their type, still less to suppose that 
their choice was an intelligent anticipation of later progress in 
theological discovery. 

In seeking to make allowance for the significant factors in 
man’s social environment there is no body of accredited science 
to which the geneticist can turn for guidance. There are as 
many schools of psychology as there are schools of philosophy. 
The introspective psychologist approaches social behaviour from 
a purely teleological standpoint, interpreting the means in rela- 
tion to the end it fulfils. The behaviourist adopts a mechanis- 
tic attitude, seeking to interpret the end as predestined by the 
means. One speaks of directing intelligence and instinctive 
action. The other speaks of intelligent behaviour and uncondi- 
tioned response. Between the two extremes there is a great gulf 
fixed, as old as that which separates the philosophy of Plato 
from that of Democritus. It is not merely a difference of per- 
spective and minor issues. Such differences exist to be sure in 
an exact science. Contemporary psychologists are unable to 
reach agreement about the very nature of their inquiries into the 
basis of social behaviour. Thus the social geneticist finds himself 
impaled on the horns of a dilemma. The methods of animal 
genetics are mechanistic. ‘The introspective psychologist fails 
to define the characteristics of social behaviour in a form suit- 
able for genetical analysis. The behaviourist is suspicious of 
the genetical standpoint. 

When Binet and Terman published their psychological tests, 
it seemed that there was at last a brighter prospect for the study 
of what is often vaguely called mental inheritance. Whatever 
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significance introspective psychologists attribute to these de- 
vices, they are noises emitted by one organism in response to 
noises emitted by another organism, and as such familiar and 
intelligible material to the experimental biologist. ‘The early 
workers tended to assume that the I.Q. necessarily measured 
the inborn capacity of an individual. The grounds for this 
belief were not such as would satisfy an experimental biologist. 
It is unnecessary to criticise them, because of late the psycholo- 
gists themselves have begun to adopt a less confident attitude. 
The Stanford school have conceded a conservative allowance of 
twenty per cent. for the influence of home environment; and we 
have no adequate reason for believing that the ingenious system 
of home ratings employed by Miss Burks (1927) in this investi- 
gation includes all the significant ingredients of the situation. 
The Chicago school have investigated the intelligence quotients 
of foster children, and adopt an even more sceptical attitude 
towards the intelligence quotient as a measure of genetical en- 
dowment. ‘Tallman (1927), who has recently studied the intelli- 
gence quotients of identical twins, found that the mean difference 
between pairs of brothers and sisters of different ages on the 
one hand and of pairs of non-identical twins on the other was 
larger than the mean differences between pairs of identical twins 
and pairs of non-identical twins. Accepting the most conserva- 
tive estimate, it may be stated with some confidence that the 
contribution of environment to the determination of the I.Q. 
is at least as great as the recorded differences between racial 
and occupational groups subject to different environmental 
influences. 

For two generations biologists interested in social problems 
have been writing about mental inheritance. As far as I am 
aware, Professor MacDougall alone has pointed out that the 
attempt to formulate a clear concept of mental. inheritance 
raises a formidable issue which challenges the foundations of 
current biological theory. He himself faces the difficulty by 
returning to the Lamarckian fold. Lamarck’s position was consis- 
tent. His theory was teleological throughout. Galton was not 
consistent, and his disciples have been less so. Since Weis- 
mann’s time the study of heredity has become more and more 
explicitly materialistic. The modern geneticist regards here- 
dity as an aspect of the physical process involved in the produc- 
tion of a new unit of living matter. His hypotheses are con- 
ceived in physical units. The gene has space time dimensions. 
Mental inheritance is a meaningless collocation of words, unless 
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it is possible to bring the concept of mentality within the 
mechanistic framework. ‘That is what the behaviourist school 
have undertaken to do. The future of social biology depends 
on the success which attends their efforts. 

Fifty years ago Francis Galton published his work on 
Heredity Genius and the Enquiry into Human Faculty. Since 
then there have been noteworthy changes in the attitude which 
the biologist adopts not only to heredity but to human faculty. 
The work of Mendel, Bateson and Morgan has enormously en- 
riched our knowledge of hereditary transmission in animals. 
The work of Loeb, Sherrington and Pavlov has unfolded new 
horizons in the study of animal behaviour. The biological 
analysis of social behaviour presupposes that both methods can 
be brought to bear upon it. It may be premature to adopt a 
confident attitude to the prospects of further progress; but it 
is becoming clear that the problems which Galton propounded 
will not be solved so long as they are regarded as the exclusive 
prerogative of the geneticist. The enthusiasms engendered 
first by the reception of Darwin’s hypothesis and later by the 
spectacular advances which have resulted from Mendel’s dis- 
covery, encouraged some eugenists to adopt an extremist atti- 
tude. New and no less noteworthy developments in the physio- 
logy of the nervous system have encouraged the behaviourists to 
go as far as possible in the opposite direction. 

It is not difficult to understand how this has come to pass. 
In Galton’s time the analysis of animal conduct had not pro- 
gressed beyond the recognition of those simple units of be- 
haviour which Pavlov calls ‘‘ unconditioned reflexes.’? The 
scratch reflex evoked on stimulating the lumbosacral region of 
the spinal dog is an example of this type. Given the same 
external situation, it can be elicited in any member of the 
canine species. There are, therefore, two principal factors 
involved in the scratch reflex. One is the immediate stimulus. 
The other is the imherited structure of the nervous system. 
Simple reflexes of this kind play practically no significant part 
in man’s distinctively social behaviour. ‘The elucidation of a 
more complex type called by Pavlov the ‘‘ conditioned reflex ”’ 
is a very recent addition to biological knowledge. ‘The condi- 
tioned reflex is not characteristic of all members of a species 
subjected to the same external situation. It depends upon the 
time relations of other stimuli which have previously operated 
upon the organism. Within certain limits it is possible to 
predict the outcome, when the time relations of antecedent 
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stimuli are controlled, and to account for a totally different pat- 
tern of behaviour in two individuals who inherit the same type 
of neuro-muscular organisation. It was natural that Galton’s 
generation should harp on the hereditary basis of social conduct. 
They were beginning to understand a type of behaviour in 
which the genetic factor is the significant variable, and to apply 
their knowledge to the study of what they called instinct in 
animals. It is not surprising that the behaviourists should 
adopt the opposite course. They are beginning to understand 
a type of behaviour in which the genetic factor is less important, 
and to apply the new methods to the study of man himself. On 
the evidence at present available social biology is committed 
neither to the dogmatism of some eugenists nor the buoyant 
optimism of some behaviourists. I would rather suggest that 
the methods of the behaviourists must be developed, if the prob- 
lems which interest eugenists are to be solved. 

Let me explicitly state that the simpler manifestations of 
conditioned phenomena hitherto elucidated by physiological re- 
search do not as yet provide an adequate basis for the analysis 
of social communication. In their more optimistic moments the 
behaviourists are apt to overlook certain peculiarities of the 
mimetic type of social behaviour. Here we have to deal with 
the emergence of new types of effector activity as well as the 
association of new stimuli with pre-existing responses. Never- 
theless, the behaviourist school alone have attempted the analysis 
of human conduct by methods which are comprehensible to the 
geneticist. I suggest that the attempt to do so is of far-reaching 
significance for sociology. Political economy, no less than 
genetics, is adopting quantitative methods and assuming the 
ethical neutrality of an exact science. Few of its votaries would 
wish to see it return to the fold of moral philosophy. In 
consequence contemporary sociology is a house divided against 
itself. It is likely to remain so, until social psychology aban- 
dons its Aristotelian loyalty to an immeasurable, imponderable, 
irreducible concept of consciousness with its esoteric trinity of 
thought, will, and feeling, or the verbal apparatus of instincts 
which it borrowed from the selectionists before biology had 
purged itself of the last relics of scholasticism. I would venture 
to go further and suggest that the predictions of no branch of 
social science can attain a high measure of precision until the 
various departments of social investigation are integrated with 
a genuinely scientific analysis of human conduct. 

Human beings are not unique in forming societies. They 
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are unique in forming societies which grow in complexity, in 
virtue of an uniquely exaggerated capacity for communicating 
the fruits of experience. The societies of ants are essentially 
static societies which owe their special peculiarities pre-emin- 
ently, as far as we know, to unconditioned behaviour. Civilisa- 
tion, on the other hand, is a dynamic association of organisms. 
Its dynamic character depends on an unparalleled development 
of the conditioned mechanism of social communication. 

Even if the behaviourists err in the direction of under- 
estimating the genetic factors in social relations, they will have 
performed a considerable service to social biology in promoting 
a new perspective. The geneticist is only concerned with those 
principles which determine characteristics which man shares 
with other animals. In other branches of physiology we are 
brought into contact with characteristics which pre-eminently 
distinguish man from other organisms. Man inherits an im- 
mensely developed forebrain. This circumstance frees him 
from many of the restrictions which heredity imposes upon the 
brute creation. ‘The forebrain is the structural basis of condi- 
tioned behaviour, and what pre-eminently separates man from 
other species is the extent to which his behaviour is conditioned 
by previous experience. The peculiar problems which justify 
the encouragement of research in social biology arise from the 
fact that man is the most teachable of all animals. A genuinely 
scientific analysis of the genetic basis of occupational and social 
stratification must build on the recognition that human society 
is an unique biological phenomenon inasmuch as the family is 
a unit for the cumulative communication of conditioned stimuli 
as well as a group delimited by genetic affinity. The selection- 
ists succeeded in presenting evolution in a form acceptable to 
their contemporaries. Man was dragged down from his celestial 
eminence. His place among the brutes became an accepted 
commonplace of the naturalistic outlook. Sentence had been 
passed upon him. Henceforth he must live within the prison 
of his own genetic limitations. Before the portals of his 
primeval dungeon Heredity stood with a flaming sword. In 
these new surroundings man could still demand a retrial, be- 
cause selectionism was a product of his own forebrain. That 
trial is still in process. Science has not yet promulgated its 
final verdict. Galton conducts for the prosecution. Watson 
cross-examines for the defence. Man is released on bail, pend- 
ing the result of his appeal. 

In English law there is an estimable provision which forbids 
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the public discussion of evidence until the case is closed. In 
science unhappily there is none. I have presented for your re- 
flection some of the difficulties of biological inquiry into social 
problems. One of the greatest dangers is an undue haste 
prompted by enthusiasm for legislative applications of half- 
assimilated knowledge. The discussion of the genetical founda- 
tions of racial and occupational stratification in human society 
calls for discipline, for restraint and for detachment. Nothing 
could make the exercise of these wholesome virtues more diffi- 
cult than to force the issues into the political arena in the pre- 
sent stage of inquiry. The disposition to do so has already 
encumbered social biology with a vocabulary of terms which 
have no status in an ethically neutral science. A growing 
literature of research repeats all the shortcomings which animal 
genetics has happily outgrown. Of these shortcomings anec- 
dotalism is the most prevalent. Every experimental biologist 
recognises the disastrous consequences of constructing evolu- 
tionary hypotheses on the testimony of the pigeon fancier and 
the stock breeder. Only an undue haste to establish conclusions 
which can be made the basis of legislation has arrested the 
development of social biology in its anecdotage. 

Two quotations will exempt me from the charge of over- 
stating the danger to which I allude, when I speak of the anec- 
dotal method. One problem which engages the attention of the 
social biologist is the contribution of heredity to feebleminded- 
ness. Goddard’s familial studies on this subject will be known 
to many of my audience. In Goddard’s investigations several 
hundred children in the Vineland training school for mental 
defectives were classified as morons by the Binet test. The 
family histories of these cases are recorded in his book. Mendel 
initiated a new epoch in genetics by clearly defining the nature 
of the characters which he studied. That practice is the key- 
stone of the science which has been founded on his pioneer 
labours. Since the Binet test is a recent innovation the reader 
is naturally curious to discover how it was applied to the ances- 
tors of Goddard’s charges. The method whiclt Goddard adopted 
to identify feeblemindedness in the ancestors of his cases is 
thus stated in his own words: 

«The ease with which it is sometimes possible to get satisfac- 
tory evidence on the fifth generation is illustrated in the Kallikak 
family. The field worker accosts an old farmer—*Do you 
remember an old man Martin Kallikak (Jr.) who lived on the 
mountain edge yonder?’ ‘Do I? Well I guess. Nobody’d 
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forget him. Simple, not quite right here (tapping his head), 
but inoffensive and kind. All the family was that. Old Moll, 
simple as she was, would do anything for a neighbour. She 
finally died, burned to death in a chimney corner. She had 
come in drunk and sat down there. Whether she fell over in a 
fit or her clothes caught fire nobody knows. She was burned to 
a crisp when they found her. That was the worst of them, they 
would drink. Poverty was their best friend in this respect, or 
they would have been drunk all the time. Old Martin could 
never stop as long as he had a drop. Many’s the time he’d 
rolled off of Billy Parson’s porch. Billy’s always had a barrel 
of cider handy. He’d just chuckle to see Martin drink and 
drink until finally he’d lose his balance and over he’d go.’ ”’ 

At the conclusion of this recital Goddard asks, “ Is there any 
doubt that Martin was feebleminded? ” I am tempted to 
imagine what the same old farmer would say to his crony. 
‘* Seemed a decent sort of fellow. Asked a lot of fool questions 
and wrote down the answers in a book. Simple, I’d say. Not 
quite right here.’’ 

Of Goddard’s work it may be said that it contains presumptive 
indications that genetic factors play some significant part in 
determining certain kinds of feeblemindedness. I am less con- 
vinced that any plausible conclusions can be extracted from the 
dreary history of the Jukes. In his monograph The Jukes in 
1915, Estabrook ventures to proffer only one definite statement 
concerning hereditary transmission in the Jukes family. It is 
that ‘‘ there is an hereditary factor in licentiousness.’? I have 
searched through his memoir for a single indication of the way 
in which he defines licentiousness and its allelomorphic opposite 
chastity. Out of a large number of monotonously similar case 
histories I select the only one which contains any possible sug- 
gestion of the meaning he attaches to the latter. This one 
(Case G.) is as follows: * 

“A cousin mating of chaste individuals was followed in the 
first generation by no licentiousness. In the second generation 
from the cousin mating no licentiousness appears, although the 
father of one of the children of this generation had cohabited 
previous to marriage. Their one daughter was chaste, but she 
has one daughter brought up in a good home free from bad in- 
fluences, who was very erotic but is at present chaste. The third 
child of this cousin mating of chaste people, Addie, married a 
man who had acquired syphilis and had one son, an inefficient 
syphilitic, who died of tuberculosis. Addie died of syphilis at 
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twenty. The fourth child, Alta V 78, who was always chaste, 
married but had no children. Horace, the only other child of 
Alfred who reached maturity, was reputed chaste, but was in- 
temperate : he married a chaste woman and had nine children, 
all of whom are chaste.” 

The attitude of the experimental biologist to those who accept 
as scientific evidence data which would not even be regarded as 
legally admissible is well expressed by Thomas Hunt Morgan, 
the leading geneticist of our time. ‘‘ The numerous pedigrees,”’ 
he writes in a recent publication, ‘‘ that have been published 
showing a long history of social misconduct, crime, alcoholism, 
debauchery and venereal diseases are open to the same criticism 
from a genetic point of view, for it is obvious that these groups 
of individuals have lived under demoralising social conditions 
that might swamp a family of average persons. It is not sur- 
prising that, once begun from whatever cause, the effects may 
be to a large extent communicated rather than inherited. . . .’’ 

Before we take the risk of wrecking the machinery of social 
biology by exceeding the speed limit of rational inquiry, it is 
desirable to ascertain the reasons for such haste. Dr. Estabrook 
has recorded his own reasons in quantitative terms. ‘‘ Dug- 
dale,’’ he states, in his monograph on the Jukes, ‘“‘ estimated 
a loss to society of $1,250,000 by the Jukes family from 1800 to 
1875. The loss to society caused by mental deficiency, crime, 
prostitution, syphilis and pauperism of these 2,800 people is now 
estimated at $2,093,685. If the drink bill is added, this total 
becomes $2,516,685.’’ The reason for this addition will be 
more apparent to a prohibitionist than to a brewer. I confess 
I am sceptical about the cogency of Dr. Estabrook’s arithmetic. 
How damaging a case against higher education could be made, 
if we included all the port consumed in the fellows’ common 
rooms during the last century and a half. Other curious items 
are included in the two million dollar bill. Inter alia we note 


the following : 
“ Aggregate of children who died prematurely, 


cash cost $50 each child... a ... $18,900 
Number of lives sacrificed by murder (ten) 


valued $1,200 ... me cee os $12,000 
Capital in brothels $60,000, compound interest : 
twenty-six years at 6 per cent. ... ... $18,000 


One is left to wonder why this felicitous blend of biological 
and economic science is not rounded off by adding to the finan- 
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cial loss incurred by the State on account of the Jukes family, 
the cost of printing Carnegie Institute Publication No. 240, 
together with Dr. Estabrook’s salary and that of his staff. 

In our own generation the population problem embraces a 
‘variety of issues in which the biologist and the sociologist have 
a common interest. A clear appreciation of the biological in- 
tricacies of the problem will not be promoted by an unduly 
alarmist attitude. The sceptical inquirer may approach the 
study of the differential fertility of the social classes which has 
accompanied the recent decline in the European birth-rate as a 
conundrum rather than a catastrophe. To make any satisfac- 
tory predictions concerning the outcome of the present decline 
it is necessary to ascertain what factors have contributed to the 
reduction of the birthrate, what genetic differences, if any, dis- 
tinguish different social groups, and how such differences are 
transmitted. ‘The impressive array of evidence which Stevenson 
and Beveridge have presented strongly supports the view that 
the spread of contraceptive practice has been the main factor in 
the decline of the European birth-rate since 1870. The German 
and Swedish data of Grotjahn and Edin point to the conclusion 
that contraceptive practice is rapidly spreading to all sections 
of the community. If that is so, the problem of differential 
fertility is solving itself without legislative interference. Of 
genetic differences which distinguish different occupational 
groups we lack any conclusive evidence. Even if we possessed 
it, it would be necessary to know how such differences are trans- 
mitted before prophesying disaster. Haldane’s analysis of the 
effects of selection shows that a selective process must be con- 
tinued for a very long period in order to produce an appreciable 
effect on the distribution of a character determined by the co- 
operation of several recessive genes. The population problem 
raises a host of issues for research. Not least of these I would 
point out that the social biologist has a very direct interest in the 
rapid progress which has been made of late years in the physio- 
logy of reproduction. The declining birth-rate has brought us 
face to face with the fact that we are entering upon the era of 
biological invention. If I have criticised the impetuosity with 
‘which some biologists have advocated legislation to control the 
reproductive process, I would add in conclusion that they seem 
to me to err on the side of timidity in entertaining the drastic 
possibilities for such control which the future, and perhaps the 
not very distant future, is likely to unfold. The considerations 
which suggest that the problem of differential fertility is solving 
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itself likewise suggest that before this generation has passed we 
shall be compelled to face the problem of deciding how the 
populations of Northern Europe may save themselves from a 
continuous decline which once begun may be difficult to arrest. 
Professor Bowley’s estimates of the 1941 census reinforce the 
likelihood of this possibility. To-day it is my main concern to 
emphasise that the first task of the social biologist is not to 
advocate the sterilisation of the unfit, but to undertake the steri- 
lisation of the instruments of research before operating upon 
the body politic. With that end in view I would insist that social 
biology cannot isolate the problem of genetic variation in human 
communities from the biological interpretation of the most 
diagnostic peculiarities of the human species. In many direc- 
tions the social biologist must co-operate with the sociologist, the 
economist and the statistician, if we are to ascertain the signifi- 
cant factors which determine the growth of human populations. 
On the other hand social biology will not develop fruitfully if it 
isolates itself from the methods of experimental inquiry. By the 
very complexity of the genetic problem social biology is com- 
mitted to create a framework of biological research and teaching 
in which a new type of social psychology can develop. For the 
same reason it is entrusted with the experimental analysis of 
aspects of the physiology of reproduction too long neglected by 
medical science. 

Throughout the greater part of this address I have adopted an 
attitude of sceptical inquiry to bring into prominence the need 
for devising new methods of investigation. I would remind you 
in conclusion of Nietzsche’s aphorism. ‘‘ The most valuable 
knowledge is the knowledge of methods, and the knowledge of 
methods comes last.’? Astronomy, the most exact of the 
sciences, is also the oldest. It began in Babylon and Egypt at 
least six thousand years ago. We take an unduly cheerful 
view of the progress of human knowledge, if we expect to out- 
grow the phlogiston hypotheses of social science in a few genera- 
tions. Yet I cannot on that account take a dismal view of the 
future of social biology. If the new genesis of Darwin wounds 
our human vanity, the new apocalypse of Jeans unfolds a spacious 
prospect for the continued progress of scientific method. Human 
life has existed on this planet perhaps for a matter of five 
hundred thousand years. Civilisation has existed about five 
thousand years. ‘The era of modern science extends back for 
about five hundred years. According to Jeans the physical condi- 
tion of this planet will support the existence of social scientists 
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for about five million million years ahead. In my introductory re- 
marks I asked you to take a generous view of the part which bio- 
logical science may play in bringing into being a new humanism 
which draws its inspiration from the adventure of scientific dis- 
covery. If I have encouraged you to hope that the seed you have 
planted to-day will eventually grow into a great tree in which all 
the fowls of the air will make their nests, let me beg you in conclu- 
sion to take an astronomical view of the time which that seed 
may take to germinate. Let me ask you tc cherish it tenderly 
while it is sending forth its first green shoots. If, on the other 
hand, you are inclined to regard this new departure with sus- 
picion, I have the assurance that I shall encounter in a school 
with an unique tradition of free inquiry the same cheerful toler- 
ance for my misguided optimism as I hope I shall extend to your 
legitimate distrust. 
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The Place of Instinct in Social Theory’ 


By Morris GINSBERG. 


(Martin White Professor of Sociology in the University of 
London.) 


Ir is fitting that I should begin this inaugural address by ex- 
pressing my sense of the great honour which the University of 
London has conferred upon me in appointing me to succeed the 
late Professor Hobhouse. Very few workers either in England 
or abroad have done as much as Hobhouse towards the promotion 
of the scientific study of sociology, or made significant contribu- 
tions to so many of its fields of inquiry. No one, I will venture 
to say, had such a profound grasp of the relations in which the 
various social sciences stand to each other and to philosophy, or 
held the balance between them so finely. To follow such a master 
is indeed a heavy task and I should approach it with but little 
confidence were it not for the knowledge that Hobhouse himself 
often expressed his eager desire that I should be his successor, 
which encourages me in the hope that if I cannot rival his 
achievements, I may yet make some contribution to the develop- 
ment of the science of which he laid the foundations. 

There are two points in Hobhouse’s attitude to science and 
philosophy that I should like to stress as particularly relevant 
just now. Hobhouse, like everyone else, was deeply impressed 
with the revolutionary changes that have recently been occurring 
in the physical sciences, and he felt that these changes must 
have their repercussions on the social and mental sciences. But 
he had no sympathy at all with those who find in these develop- 
ments arguments for subjectivism and vague mysticism. Their 
importance lay rather in the liberating influence they were likely 
to exert on the general mind in encouraging the more indepen- 
dent study of aspects of reality other than the physical. ‘This 
liberating influence was due, according to him, to two things; 
firstly, the newer views destroyed the belief in materialism 
proper—that is, the belief that matter was the only real and 


1 An inaugural lecture delivered at the London School of Economics on 
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self-subsistent entity or substance, and tended to replace it by 
the view that what was called matter was rather a way of 
describing certain modes of behaviour or process. Secondly, on 
the side of the theory of knowledge, the recent changes tended 
to show that striking successes in measurement might be 
achieved on the basis of hypotheses which were eventually dis- 
carded, and that in questions of underlying theory physical 
science was capable of changes of front quite comparable with 
those for which philosophy has often been derided. In short, the 
rigidity and primacy of the physical sciences, has been shaken, 
and though this is no justification for the mystery-mongering in 
which many people seem to be indulging now, it does justify us 
in putting forward a demand for autonomy on behalf of the 
sciences dealing with mind, with conduct, and with art. It seems 
to me that this demand for autonomy ought to be made especially 
for psychology and sociology which seem at present specially 
exposed to the influence of mechanical conceptions. The formula 
of the stimulus response so widely used by the Behaviourists, the 
effort to account for mental integration in terms of a linking up 
of reflexes and their conditioning, and some forms of the instinct 
theory which lend countenance to the view that man is a bundle 
of inborn tendencies, all show the hold that a mechanistic neuro- 
logy has upon psychology. I do not wish to dogmatise about 
the value of neurological studies, but merely to insist on the 
importance of a direct experimental study of behaviour without 
committing ourselves in advance to the assumption that all 
processes must necessarily be capable of interpretation in terms 
borrowed from the physical sciences. I should like to quote in 
this connection a statement recently made by a distinguished 
neurologist : 

“The development of psychology up to the present has been 
strongly influenced by neurological theory. The frantic search 
for sources of motivation and of emétion in visceral activity, 
though initiated by introspective analysis, has been supported by 
the faith that the nervous system is only a conductor, having no 
sources of energy within itself. Our preoccupation with analysis 
of learning by trial and error, the denial of association by simi- 
larity, the belief that the transfer of training can only occur 
through the training of common synapses—these are the result 
of the belief that learning is simply a linking together of elemen- 
tary reflexes. The doctrine that the intelligent solution of 
problems results only through random activity and selection and 
that intelligence is an algebraic sum of multitudinous capacities 
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is largely a deduction from the reflex theory .. . they may 
or may not be true, but their truth must be demonstrated by 
experiment and cannot be assumed on a background of question- 
able neurology.’’? 

In view of the fact that the extreme forms of behaviourism 
have already revealed their sterility and inadequacy in psycho- 
logy, it would, so it seems to me, be a great pity if they were 
allowed, as they show signs of doing, to invade the field of social 
studies. 

The need for independence or autonomy in sociology is espe- 
cially obvious in relation to biology. There is undoubtedly 
a whole range of inquiries in which biology may have much to 
contribute towards the scientific sociology. I may perhaps be 
allowed to quote from a paper of mine on the scope of sociology 
an enumeration of the main tasks of social biology. They are: 

““ (1) To determine the effect of individual innate differences 
in mental and physical characters upon the constitution of social 
groupings, such as classes, nations, and the like and upon the 
working of social institutions generally. (2) To determine the 
converse operation of social institutions, by way of social selec- 
tion and in other ways, upon the biological constitution of 
groups. (3) To study the effects of race or group contact and 
mixture upon society. (4) To ascertain and measure the inten- 
sity of the selective forces operating on man in society and the 
possibilities of controlling or modifying them by agencies under 
social control.’’* 

It is of the greatest importance that in such studies our con- 
clusions should be based on a direct examination of the facts and 
not on vague analogies derived from animal biology, or on biolo- 
gical principles not directly verified from human experience. A 
good many studies of what is called racial decay or degeneration 
consist almost entirely of speculations and deductions having 
very little support in historical fact. To take one example. The 
decay of Rome is often interpreted biologically in terms of what 
is called the dying out of the best. But according to recent work 
in ancient history it is becoming extremely doubtful whether 
there took place anything that could be described as racial 
decay in any sense. A great authority like Rostovtseff tells us 
that historians do not now recognise that there was even a decay 
of civilisation in these periods, but rather a shifting of values ; 
and it is becoming increasingly clear that the explanation of 


2 Professor Lashley: Psychological Review, January 1930. 
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these cultural changes will have to be sought in cultural terms.* 
In general, in biological discussions of race deterioration much 
too much seems to me to be based on deductions of what must 
happen in accordance with the principle of natural selection, with- 
out any proof being adduced either that natural selection is an im- 
portant agent in human progress or that deterioration is in fact 
occurring as a result of human effort to control natural selection. 

The other point on which I should like to lay stress is also one 
upon which Hobhouse insisted. The social sciences are tending 
to break up into a large number of specialisms. There is even 
greater need now than there was in the time of Comte for a 
science which should give a vue d’ensemble of social life and 
which should bring together the result of the manifold 
specialisms and show their bearing upon the interpretation of 
society regarded as a whole. It is perhaps arrogant for any 
sociologist to claim that he can know enough of the social 
sciences and of other sciences to which he must necessarily 
appeal, to be able to utilise them effectively for the purpose of his 
synthesis. I am ready to admit also that what has so far been 
achieved towards such synthesis is slight in comparison with what 
remains to be done. Yet the effort must be made. It is a neces- 
sary part of such an effort to examine critically from time to time 
the use that is made in sociology of categories and principles of 
explanation derived from other sciences. I have chosen for my 
subject the conception of Instinct which is of interest because of 
the very wide use which has been made of it by sociologists and 
because of the fierce criticism that has been of late directed 
against it. 

The sociologist who goes to psychology for an account of 
instinct finds a most anomalous state of affairs. On the one hand 
we find such an authority as McDougall claiming that the in- 
stincts constitute the sole source of human motivation, and Dr. 
Ernest Jones declaring that the study of the instincts is in many 
respects yet the most fundamental in all psychology. Professor 
Alexander appears to have sufficient faith in the value of the 
notion of instinct to base on it his theory of morality, art, and 
science. Thus, according to him, truth has value because it satis- 
fies the instinct of curiosity; art satisfies the instinct of con- 
structiveness; morality is the art which satisfies the instinct of 
gregariouness.” On the other hand, Professor Laird dismisses 


4 Cf. “ The Decay of the Ancient World and its Economic Explanations,”’ 
The Economic History Review, January 1930. 
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the appeal to instincts as based on a pseudo science which is yet 
in the metaphysical stage of occult qualities or at best mistakes 
the names of classes for authentic causes in nature.® In America 
the battle about instincts has raged fast and furious, and in 
many authoritative works the notion is discredited, though very 
few people really abandon it in the end, and there are signs 
that the attack has exhausted itself. It is interesting to inquire 
into the sources of this campaign. In part it was undoubtedly 
a healthy reaction against the abuses of the notion of instinct 
in sociological literature. Professor Bernard tells us that he 
discovered approximately six thousand separate classes of more 
or less complex instincts as distinguished from reflexes under 
nearly fifteen thousand different forms.’ Some of the examples 
he cites from competent authorities show the readiness with 
which mere naming is substituted for explanation and analysis. 
In the main, however, the scepticism in regard to instinct has a 
different origin. In the first place, the campaign is part of what 
may be called the flight from the mind characteristic of the 
Behaviourist movement. ‘The use of such notions as impulse, 
effort, end, or purpose, is anathema to Behaviourists. Secondly, 
the movement expresses a wish to believe in the possibility of 
moulding human nature indefinitely by changes produced in the 
environment. ‘‘ To-morrow,” says Professor Bernard, ‘‘ belongs 
to the student of environment just as the past fifty years be- 
longed to the student of inheritance.’? While sympathising with 
the arguments which lay stress on the importance of environ- 
mental agencies in the development of the mental life, I feel 
certain that in the form which they assume in Behaviouristic 
writings, they are doomed to disappointment. ‘There are inborn 
differences between individuals which set a limit to their educa- 
bility ; and though we cannot measure with any precision the 
relative potency of environmental and hereditary factors, we can 
be fairly sure that there is no ground for returning to the view 
which regards mind as a tabula rasa, or to the extreme environ- 
mentalism of the eighteenth century. It is, I think, an irony of 
fate that people so powerfully inspired by a wish to believe 
should be engaged so fiercely in trying to prove that there are 
no wishes at all. 

I wish now to make an attempt towards a definition and 
clarification of the concept of instinct, and then to discuss its 
applicability in sociology. The best approach is still to be 
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found in the description given by Darwin. He says: “‘ An 
action which we ourselves require experience to enable us to per- 
form when performed by an animal, more especially by a 
young one, without experience, and when performed by many 
individuals in the same way without their knowing for what 
purpose it is performed, is usually said to be instinctive, but 
I could show that none of these characters are universal. A 
little dose of judgment or reason often comes into play even 
with animals low in the scale of nature.’’* Amplifying these 
remarks we may say that the term Instinct covers those forms 
of behaviour consisting of a series of inter-related acts which 
(x) are directed towards an end or goal, (2) exhibit a certain 
adaptability and persistence with varied effort which might 
connote intelligence, but which (3) are performed in circum- 
stances in which, in the absence of experience and taking into 
consideration the level of mentality otherwise attained by the 
organism in question, there can be no knowledge of the end 
nor deliberate and conscious contrivance on the part of the in- 
dividual. The activities involved, for example, in the nest- 
building of birds, are complex, varied and adapted to their sur- 
roundings. Yet we cannot attribute to a bird at its first per- 
formance a knowledge of the end in the sense of the completed 
nest, and we can only describe’ its behaviour by assuming an 
impulse towards an unknown goal innately determined which 
persists until the end is achieved. The impulse must not be 
conceived as a force or animistic spirit acting ‘‘ upon ’”’ the 
organism ; it is simply what the animal feels while the instinct 
is operative, and which lends persistence, unity and continuity 
to the series of efforts involved. Further, the instinct is not a 
mere pattern of behaviour or ‘‘ motor mechanism.’’ We must 
assume a persistent conation regulating and sustaining a course 
of action and rendering it adaptive and variable within limits. 

To make this notion of instinct clear, it is necessary to com- 
pare it with reflex action, habit, intelligence, and emotion. ‘This 
is a task more appropriate for a book than for a short paper and 
I hope I shall be excused if my treatment appears summary 
and dogmatic. The identification of instinct with reflex activity 
was taught by Herbert Spencer, and his view has been revived 
by the Behaviourists and the followers of Pavlov. We may 
grant that some of the criteria which are alleged as differentiat- 
ing reflexes from instincts are inadequate. Pavlov shows® that 
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neither complexity nor length of the train of actions, nor de- 
pendence upon the total internal state of the organism, is pecu- 
liar to instincts but may be illustrated from actions which are 
admittedly reflex. But his arguments do not appear to touch 
the really important points at issue. In the first place, recent 
work has tended to bring out clearly the variability of the com- 
ponent parts of instinctive activities relatively to the end pursued. 
Instincts do not possess the stereotyped character which we should 
expect if they were nothing but reflexes. Reference may be 
made here to the work of the Peckhams on wasps, of Wasmann 
on ants, of Baltzer on spiders, and in America, to the works 
of Tolman, Craig, Hamilton, and others. In so far as reflexes 
enter at all into instinctive acts, they admit of varied combina- 
tions in a series which as a whole nevertheless exhibits unmis- 
takable unity and continuity. There is persistence with varied 
effort, and obstacles are set aside by methods which vary from 
case to case until the end is attained. ‘The notion that to each 
observable variation in the responses there corresponds a precise 
variation in the stimulus would require us to assume mechan- 
isms of infinite complexity in the lower organisms credible only 
to those who are dominated by mechanistic dogmas. It may be 
noted further that in contrast with reflex acts, instinctive be- 
haviour is active—‘‘ the bird seeks the material for its nest, 
the predatory animal stalks its game.’’ In short, instinctive 
action does not present the appearance of a summation 
of reflexes and it has unity and continuity amidst variation 
of its component parts which points to the hypothesis that the 
animal is acting with some sense, however dim, of forward 
direction or prospective reference. It may be noted that even 
the most ardent upholders of the reflex theory cannot proceed 
very far without using words having teleological reference. 
Thus Pavlov speaks of an investigatory reflex, or the “‘ what 
is it’’ reflex set going by a change in the situation. He even 
goes further than most psychologists in inventing what he calls 
“ the freedom reflex ”’ in order to explain the curious behaviour 
of a dog which would not remain quiet when it was constrained 
in the stand. We may well ask just what is the stimulus in 
these cases in terms of the sensory fibres excited? 

In the second place, a still more radical objection to the reflex 
theory of instinct is that it affords a poor basis for a theory of 
mental growth and development. Here, of course, use 1s made 
of the notion of conditioning—‘‘ It is obvious,’’ says Pavlov, 
“that the different kinds of habit based on training, education, 
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and discipline of any sort are nothing but a long chain of con- 
ditioned reflexes.’? And this, in spite of the fact that only a 
few lines above on the same page he had said himself that “ It 
would be the height of presumption to regard these first steps 
in elucidating the physiology of the cortex as solving the intri- 
cate problems of the higher activities in man when, in fact, at 
the present stage of our work no detailed application of its 
results to man is yet permissible.’’*® So far from the doctrine 
of the conditioned reflex affording an adequate basis for dealing 
with human behaviour, it is extremely doubtful whether it 
throws much light on the phenomena of learning in the animal 
world. I may here refer to an extremely instructive article by 
Lashley in The Foundations of Experimental Psychology which 
seems to me to show conclusively that the facts of training 
experiments are not in harmony with the theory of the speci- 
ficity of conduction paths implied in the reflex theory since, on 
the one hand, responses can be shown to be independent of the 
particular sensory cells stimulated, and on the other, habits 
acquired do not necessarily utilise patterns identical with those 
employed during the process of learning. In another place 
Lashley goes so far as to assert that ‘‘ in the study of cerebral 
functions we seem to have reached a point when the reflex 
theory is no longer profitable either for a formulation of prob- 
lems or for an understanding of the phenomena of integration.’’** 
It may be added that Sherington has pointed out that in Pavlov’s 
experiments, the ground act, that is, the unconditioned response, 
was not a pure reflex but may have included large psychical 
reactions as well. He says: ‘‘ Secretion of saliva in response to 
food in the mouth has been used as a ground act, and in term- 
ing it an unconditioned reflex we must remember that although 
secretion of saliva can, after severe curtailment of the nervous 
system, be obtained as a pure reflex, it yet, as obtained in the 
feeding responses of the intact animat, is but one component of 
an immense reaction with emotional and other mental accom- 
paniments involving wide regions of the pallium.’’*? As far 
as I can see, the comparative study of the processes of learning 
in the animal world reveals the complete inadequacy of the 
theory of the conditioned reflex as a principle of explanation, 
and justifies us on the contrary in ascribing conational elements 
to the lowest forms of life. 
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In one form the theory that instincts are really habits is old. 
Both Darwin and Romanes distinguish between primary instincts 
explained by natural selection, and secondary instincts which 
were inherited habits. Wundt also thought that instincts were 
movements originally voluntary but wholly or partly mechanised 
in the course of genetic evolution. In this form the theory invol- 
ves the transmission of acquired characters for which, it appears, 
there is no independent convincing evidence. It has, however, 
appeared in a new form in recent American psychological 
literature. According to this view, instincts are really reflexes 
organised into habit patterns as a result of experience in contact 
with the environment. In so far as this is intended to refer to 
the behaviour of adult human beings, there is obviously an 
element of truth in it. No one would maintain that in normal 
adult behaviour we get cases of pure instinct. In any concrete 
behaviour there are at most only instinctive components overlaid 
by acquired and partly mechanised forms of action. But as a 
theory of the nature of instinct it misses the essential point. 
In the lower animals at any rate, we often find orderly sequences 
of behaviour which cannot be explained either as acquired by 
conditioning or as the result of habits fixed by trial and error, 
for they often appear practically perfect promptly after birth 
where there can have been no prior experience. Moreover, if 
the view of instinct which I have been suggesting above is cor- 
rect, instinct contains as an essential core an element of impulse- 
feeling or conation, and thus differs from habit, which operates 
automatically or mechanically. The element of variability 
which differentiates instincts from reflexes clearly marks them 
out also from fixed habits. It may be added that on the basis 
of habit without the element of impulse, no account can be given 
of learning, since the essence of habit is conservation of old 
reactions, and what we need in dealing with learning is a factor 
that will account for selective variation. 

The relation between instinct and intelligence is still much 
disputed. Most of the discussions appear to suffer from the 
extraordinary cloudiness of the notion of intelligence which the 
numerous symposia that have been held on the subject have not 
succeeded in clearing up. There are several not very illuminat- 
ing biologically flavoured definitions of intelligence. Thus we 
are told that intelligence is the power to adapt oneself to novel 
situations, the faculty with which old responses can be brought 
to bear on new situations, or again, general mental adaptability 
to new problems and conditions of life, and the like. These 
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definitions may indicate more or less correctly the occasions on 
which intelligence comes into play, but they throw no light on 
the mental processes at all. Other definitions take refuge in 
verbal substitutes such as thinking, knowledge, etc. Many of 
the mental testers give up the job of defining entirely and take 
intelligence to consist in whatever powers the mental tests test. 
There are, however, two recent attempts at defining intelligence, 
namely, those made by Professor Spearman and Professor Wolf, 
to which I should like specially to refer. Professor Spearman 
reduces cognitive experience to three forms, namely, immediate 
experience or enjoyment, by which he appears to mean the power 
of knowing one’s own experience, the eduction of relations, and 
the eduction of correlates. In addition to these, which are taken 
to constitute a unitary factor “‘ g,’’ there are also special factors 
*“s” peculiar to specific operations. Professor Spearman says 
very little about instinct. In his earlier work he suggests that 
instincts cannot possess any separate cognitive form, since the 
three processes enumerated cover all the forms of cognitive 
experience. In The Abilities of Man he repudiates what he 
describes as the biology of the penny-in-the-slot description, 
which accounts for behaviour in terms of specific instincts 
touched off by specific stimuli (though strangely enough he 
seems ready to accept an instinct in girls to play with mechanical 
toys). Professor Wolf narrows the scope of intelligence to the 
apprehension of certain types of relations, namely, causal or 
logical relations, which he designates ‘‘ connections.’’ Simple 
relations of space and time, likeness and difference, are appre- 
hended in direct perception ; connections, on the other hand, re- 
quire a certain amount of unravelling and a degree of inference. 
Intelligence as the apprehension of connections is dependent 
upon other cognitive functions, e.g. memory, imagination, sensi- 
bility, but is distinguishable from them. It varies enormously 
in the degree of clarity with which cohnections are apprehended 
and the range or sphere of objects within which it operates 
successfully. Neither Professor Spearman’s nor Professor 
Wolf’s views have as yet been applied to comparative psychology. 
I am not clear whether Professor Spearman’s theory is intended 
to apply outside the human sphere. I doubt whether at any 
rate the eduction of correlates can be proved for the higher 
animals. Professor Wolf’s definition would appear to be more 
manageable since clarity or articulateness, and range, afford 
useful differentize in the classification of types of behaviour. In 
applying these views of intelligence to the problem before us, 
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it would seem that persistence with varied effort is not in itself 
a test of intelligence, nor that form of learning by experience 
which consists in the acquisition of co-ordinated modes of be- 
haviour by habit or crude trial and error. In its relation to 
impulse, the function of intelligence seems to consist (1) in 
clarifying and rendering explicit the end of the impulse ; (2) in 
detecting relevant relations between the actual situation and the 
end; (3) in co-ordinating the various impulses and their 
systematisation into comprehensive purposes. Now, it seems to 
me that in instinctive activity proper the form of the total series 
which constitutes the instinctive act is not as such determined 
by an apprehension of relevant relations. Such partial adapta- 
tion and modification of the component parts of the instinct as 
is occasionally observed may imply no more than an awareness 
on the sensori-motor level, and is hardly articulate enough to 
be called intelligence. At what precise point we may speak of 
intelligence it is difficult to say, but I doubt whether the term 
ought to be predicated below the level of what Stout calls ‘‘ expli- 
cit ideas’’ and Hobhouse “‘ the practical judgment.’’ If this 
line of consideration be accepted it would seem that the state- 
ment often made that instinct and intelligence coexist at all 
stages is not strictly true. It would be better to say that 
instinct moves between an upper limit—intelligence—which, as 
it advances, takes its place by substituting articulate apprehen- 
sion of relations for the mere persistence of impulse and here- 
ditary response, and a lower limit—reflex action—in which 
nothing but stereotyped behaviour is possible. 

On the view here taken, there are present in instinctive be- 
haviour affective elements colouring and qualifying the urge 
or urges which constitute the core of the instinct. These 
affective elements, however, are not as such emotional. Emotions 
in the strict sense are tendencies which come into play in condi- 
tions of tension or maladjustment arising from conflict or delay, 
or failure of normal responses, or suddenness of excitement, or 
over-stimulation. ‘They are diffuse nervous disturbances arous- 
ing varied impulses, with heightened or intensified feeling tone, 
and generally they pass out of this state of diffuse excitement 
or “‘ shock ’’ into adaptive states with characteristic directions 
of activity. Their function seems to be to sustain interest and 
to increase the plasticity of behaviour in circumstances in which 
normal responses fail or are inadequate to relieve excitement or 
tension. Mr. Shand has shown that their value as compared 
with instincts lies in (1) the greater force which they bring to 
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bear upon a given situation, (2) their potentially more complex 
and adaptable systems.** 

Summing up, we may say that instincts are impulses innately 
determined to pursue certain ends. In the simplest forms the 
ends are unforeseen and the patterns of behaviour whereby they 
are realised relatively fixed and uniform. ‘There appears to be 
always, however, at least sensori-motor action rendering pos- 
sible a certain adaptation of the inborn patterns to the require- 
ments of a situation. Instinctive behaviour has unity and per- 
sistence and some degree of prospective reference, or forward 
direction, and this differentiates it from a reflex action. As 
intelligence develops the ends come more clearly into conscious- 
ness and the relation of the means required for their fulfilment 
to the ends are grasped more and more articulately. But 
though the plasticity of behaviour is thereby indefinitely in- 
creased, the impulses remain, and the ends of life, however 
systematised, retain as their central core something of the 
original impulses. ‘The urge of the instincts has feeling tone, 
but is not as such emotional, and there does not appear to be 
the precise relation between instinct and emotion that Professor 
McDougall claims for the primary instincts. 

I propose now to deal with some of the objections that have 
been raised against the use of the notion of instinct in psychology 
and sociology. It has been argued that the notion of instinct 
involves an appeal to mysterious agencies which is of no scienti- 
fic value. Professor Dewey complains, for example, that in- 
stinctual psychology is on a level with the stage of physical 
science in which men spoke of nature’s abhorrence of a vacuum, 
or of a force of combustion, of heaviness, of levity. ‘To explain 
behaviour as due to hunger, fear, sex, etc., as though they 
were specific forces, is to indulge in a lazy mythology, and to 
abandon the real work of tracing connections and correspon- 
dences between mental elements and factors in the environment 
physical and social.'* It must be granted that this and similar 
objections do apply to much that has been written in social 
psychology where instincts are often invented ad hoc to account 
for all sorts of phenomena, but it does not seem seriously to 
touch the use of the notion of instinct properly interpreted. 
The idea of causality as I understand it does not imply any 
reference to mysterious forces or agencies. © Causality is a 


18 For further discussion compare my article on Emotion and Instinct, 
Journal of Philosophical Studies, Vol. I, No. 1. 
14 Human Nature and Conduct, Chapter VI. 
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relation of continuity in changes of character, and in this sense 
does not require the idea of compulsion or necessity. Perhaps 
I may be allowed to quote here an illuminating passage from 
Professor Alexander. He says: ‘‘ The experience we have in 
our own persons of causality is so far from giving us a notion 
of mysterious and unexplained efficacy or power that it is but 
an example of the same relation as we find outside ourselves in 
external events. Rather we must say that power is the con- 
tinuous connection which we observe in ourselves and can more 
easily and directly observe in ourselves in enjoyment than 
outside us in contemplated events. Our power is an instance 
of causality ; causality is not the work of power.’? In a note he 
adds: ‘‘ Our awareness of power is but our consciousness of 
the causal relation between our will and our acts. "The mis- 
chief of the conception that cause has power to produce its 
effect is that it introduces some mysterious element of connec- 
tion other than that of simple continuity. Hume went too far 
in the opposite direction.’’*» We ought not, therefore, to speak 
of instincts as drives or as initiating or producing movements. 
All that we mean is that amid the antecedents of action are felt 
impulses whose basis is laid in the hereditary structure and 
which pass over into overt acts and such that there is peculiarly 
intimate continuity in the changes of character of the impulses 
and the overt acts in relation to the environment. When Dewey 
further objects that there is not one fear but a thousand fears, 
all equally original, the objection must be granted to have force. 
At the same time these different fears have something in com- 
mon, and if, for example, we can establish that fear is caused 
by the suddenness, intensity, or unfamiliarity of an impression, 
we achieve a generalisation comparable to generalisations 
asserting a causal uniformity in the physical world. In this 
connection some explanation is required of the significance to 
be attached to the word tendency or disposition often used in 
reference to the instincts. Here again we do not refer to vague 
forces or agencies. Tendencies are part conditions of action or 
development in the sense that they require to be completed by 
other part conditions or cause factors to produce given effects. 
When we say that an animal inherits certain tendencies to be- 
have in a given way, we merely mean that he inherits certain 
factors which in an appropriate environment will mature and 
lead to action under appropriate stimulation. The reference of 
an action to an instinct or instincts is, of course, not a complete 


15 Space, Time and Deity, Vol. II, pp. 290-1. 
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explanation; it merely places the action under the category of 
inherited equipment, and its further explanation must await 
fuller knowledge of the factors determining heredity in general. 

Much has been made by some critics of what they describe 
as the blending and overlap of instincts. Common elements of 
locomotion, pursuit, and the like are, for example, involved in 
the instincts of pugnacity, pairing, and food-seeking. ‘The re- 
sponses, in other words, lack specificity, so that it becomes difh- 
cult to say in terms of the overt acts what constitutes “‘ an 
instinct.’”’ It must be admitted that specificity is a matter of 
degree; even reflex actions are not in the intact organism at 
any rate now regarded as purely localised responses. Yet in the 
purer forms of instinct we do speak of specific responses in the 
sense that they consist of elements of behaviour also found pos- 
sibly as components of other instincts, yet possessed of what 
Lloyd Morgan calls ‘‘a relational form ’’ or peculiar mode of 
integration characteristic of each instinct. Further, and this is 
perhaps more important, the objection has no bearing at all on 
the view which finds the real nature of instinct in specificity of 
impulse. For a specific impulse may persist throughout a 
series of activities and integrate them into a distinctive whole, 
though it may utilise movements which also act in the service 
of other instincts. The impulse to escape is different from the 
impulse to fight, though certain movements may be common 
to both. 

Other critics have concentrated upon the wide differences of 
opinion that exist among psychologists in regard to the classi- 
fication of human instincts. But I do not know why we should 
expect prompt unanimity in such a complex matter. It will be 
found, moreover, that none of the critics succeed in the end in 
dispensing with the notion of instinct. Professor Dewey admits 
that impulses are the pivots upon which the reorganisation of 
activities turns, and that in any study of social change we must 
go to the analysis of native tendencies.** Professor Knight 
Dunlap restores the expelled instincts under the guise of de- 
sires. Even Professor Bernard protests that there are instincts, 
possibly even thousands of them. The problem of their 
classification thus remains in any case. 

Having defined the notion of instinct, we may now turn to its 
applications in social science. It would be clearly impossible 
to deal even in outline with all the branches of social science in 
which appeal has been made to the idea of instinct. I will 
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therefore confine myself to certain general lines of reflection 
which a survey of recent social psychology suggests, and to 
putting forward certain general criticisms and emendations. 
In the first place, the work of the last thirty years has brought 
out the great complexity and intricacy of some of the facts of 
mental and social life which earlier writers were content to lump 
together under single headings. A good example of this is to 
be found in the study of the facts labelled imitation. Tarde, 
following Bagehot, found the essence of social life in imitation, 
but he gave very little attention to the psychological analysis 
of the processes involved. We now realise that there are several 
different types of imitation. It has been found necessary to 
distinguish between cases in which the action imitated is one for 
which there is a prior innate tendency, cases of an almost reflex 
type, others in which the acts imitated consist of operations not 
inherited but already acquired by the individual in the course 
of his previous experience, and others-again in which the acts 
are entirely new. It would seem to be agreed that there is no 
general tendency to imitate, and that these different types of 
imitation require each its own explanation. Although there is 
still much disagreement about these matters, yet much recent 
experimental work is of a nature which promises a solution of 
these problems. Another example is the study of suggestibility 
which is now seen not to be a single specific tendency but to 
involve different affective-conative factors in different cases. 
Perhaps the most important question that arises in connection 
with the theory of instinct concerns the manner in which the 
relation between the inherited disposition and the self is to be 
conceived. It seems to me that in many of the discussions of 
this question the essential unity of the mind has been ignored 
or misinterpreted. The instincts are often represented as 
separate entities, each with a certain amount of energy of its 
own. ‘The self is then looked upon as a sort of aggregate of 
them created by a series of successive integrations. This view, 
to which the phenomena of conflict and repression gives coun- 
tenance, leaves unaccounted for the fact that the mind exhibits 
throughout a tendency to organise its activities and to give them 
unity of aim and direction. ‘This tendency towards unity of 
integration is not merely one tendency amongst others, but 
seems to express something that goes to the root or core of 
personality, and to be laid down in germ at any rate from the 
beginning of development. Some have appealed in this con- 
nection to a subject or ego independent of the inherited disposi- 
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tion and controlling its development. This, however, would not 
seem to be necessary at least so far as psychology is concerned. 
The unity of the self need not be sought in a subject existing 
apart from the states of its manifestation. The self is its states, 
conscious and unconscious, welded together by a relation of con- 
tinuity. This continuity is fundamentally conational and is 
due to the fact that the mind is essentially forward-looking, 
purposive, dynamic. But the conation is rooted in inherited and 
permanent needs which act selectively upon the environment 
and determine the direction of mental development. ‘The stream 
of mental development has, so to speak, a current whose direc- 
tion is in part influenced by the inherited structure. The unity 
of the self is thus one of causal or functional continuity deter- 
mined by the inherited needs and aptitudes in relation to a 
varying environment. ‘The selective activity of the inherited 
disposition is limited (a) by the opportunities which the environ- 
ment, physical and social, affords, and (b) by the obscurity and 
inchoateness of the impulses which are its instruments. De- 
velopment consists .in these being made explicit, and as far as 
possible harmonious, by a selective handling of the environ- 
ment within the range open to the individual. 

Another result of the development of the psychology of the 
instincts has been a certain disparagement of reason as a factor 
in social life and a glorification of impulse. Reason by itself, 
it is often said, is cold and neutral, and at best can only help 
in the discovery of means for a realisation of ends not of its 
own making. ‘This seems to me to be based on a false separa- 
tion between rational will and impulse ultimately to be traced 
to the lingering influence of the old faculty psychology and the 
associationist view of the mind which frequently went with it. 
The instincts and the impulses are regarded as separate entities 
or ‘‘ forces ’’’ competing for mastery with one another and con- 
fronted with another entity called réason or will supposed to 
have no energy of its own, and compelled to borrow its motive 
power from the sentiments or interests. But this is to ignore the 
conational unity of the self and to erect a false contrast between 
the modes of manifestation of the self and the self. In truth, 
‘conation and cognition develop pari passu, and thought and im- 
pulse are inseparably intertwined, and this not merely in the 
sense that impulse is needed to incite thought, but still more 
in that thought is needed to clarify and liberate impulse. ‘The 
assertion that reason is not concerned with ends is mere dogma; 
we spend half our lives in trying to find out what we want. 
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Impulse is erratic and unstable. Moral reflection is concerned 
just with the clarification and evaluation of the ends of conduct. 
Ends, moreover, must not be sharply dis-severed from means. 
Human actions are an integrated whole in which ends and means 
profoundly affect one another, and it is often impossible to eluci- 
date the one without having due regard to the other. Thought 
and reason cannot really be expunged from the sphere of con- 
duct. Those who attack it to the glorification of impulse, or 
action, or the will to power, are inspired by too narrow a view 
of the function of reason and by a romantic and sentimentally 
optimistic belief in a pre-established harmony between the de- 
mands of impulse and the intricacies and complexities of actual 
life. 

These considerations suggest the need of a restatement of the 
theory of human motivation implied in much current social 
psychology. It seems to me that the view that the ultimate 
motives to action are to be found in the specific impulses which 
have been called the instincts is misleading. The ultimate 
drives are to be found rather in what, following Professor Hob- 
house, I should like to call the root interests or basic needs, of 
which the instincts are differentiations or even limitations. It 
is true that for some purposes the instincts must be regarded as 
units. But this merely means that they occasionally exhibit a 
partial independence from the rest of the personality. It does 
not mean that they are the ultimate elements of the personality. 
The basic needs arise out of the relations of the psycho-physical 
organism to its environment and are integral parts of his 
rational being. Each primary need is served by specific ten- 
dencies of various sorts, but the primary need is the real drive 
and retains its power of control. Without any pretence to com- 
pleteness, they may be grouped as follows : 


Root INTERESTS. 
Supply of bodily needs. 


Needs arising out of man’s 
relation to physical world. — 
Mind making itself at home in 

the world. 


Needs arising out of relations 
to other life. 
Needs of others. 


SPECIFIC FORMS. 


Hunger, Thirst, Excretion, 
Exercise, Rest, Sleep, etc. 


Avoidance of injury. 
Investigation. 
Construction, 


Response and craving for re- 
sponse, specialised in: 
Dependence, 
Protection, 
The sex relation. 
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The part played by heredity in defining these ultimate needs 
and providing the means necessary for their attainment varies 
greatly from case to case. Thus in sex and maternity the 
innate drives seem to organise behaviour on lines which in 
general are innately determined. On the other hand, the cogni- 
tive and constructive impulses are, in the nature of the case, 
much more profoundly determined in their mode of manifesta- 
tion by experience. In this connection the distinction between 
emotion and instinct is especially important. Emotion appears 
to be often contingent and derivative. There is no original or 
primary need of jealousy, or fear, or anger; they arise in condi- 
tions in which other instincts are obstructed or when the normal 
equipment fails in dealing with a situation. Again, emotions, 
as Mr. Shand has shown, are much more plastic than instincts 
and often admit of alternative modes of behaviour. But, though 
contingent on deeper impulses, they are true racial characters 
in the sense that they are of generic application and express 
themselves in acts the basis for which is in general laid down in 
the hereditary constitution. The wide range of emotional 
susceptibility is especially to be noted in view of some recent 
investigations relating to fear made by Dr. Watson. He tries 
to show that there are very few specific inborn fears. His con- 
clusions are based on controlled ‘observations of infants among 
whom he finds that inborn fear is evoked only by loud noises 
or the sudden withdrawal of support. But surely these specific 
fears are of very little importance in social life. There are 
general fears of much wider scope liable to be elicited by any 
sudden disturbance of the normal routine, by impressions of 
sufficiently violent intensity rendering difficult immediate ad- 
justment, or by the appearance of a familiar object in an un- 
familiar setting or in unfamiliar isolation. We may recall here 
the example given by William James. ‘‘ Anyone’s heart would 
stop beating if he perceived his chair’ sliding unassisted across 
the floor ’’—or we may compare Stern’s account of his daughter 
Hilde, aged two years and seven months, who was terrified by 
a couple of doll’s eyes that had dropped out of a broken doll. 
It is clear that such fears are possible at all levels of life, and 
indeed lie only beneath the surface of the mind ready to be 
evoked. The same width of range is characteristic of other 
emotions, notably anger and anxiety, yet they are innate in our 
constitution and follow characteristic lines of behaviour. Their 
expression, varying with changes in the social setting, is a 
proper object of study for the social psychologist. 
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A great deal of work remains to be done on the classification 
of the specific impulses and their relation to the root interests 
of the personality. Much in recent social psychology seems to 
me to be vitiated by the effort to deduce from a specific impulse 
what is perhaps really derivable from a general proclivity of 
which the specific impulse is only one manifestation. Thus it 
appears mistaken to derive all knowledge from the instinct of 
curiosity. This, as a specific impulse to explore and manipu- 
late, is rather one of the ways in which the broader need of the 
mind to understand, to construct, and appreciate, expresses 
itself. So again it is a mistake to derive all social behaviour 
from a specific instinct such as gregariousness, which, if a true 
instinct in man, is only one form of the broader needs of others 
which constitute the root interest of sociality. It is possible 
that what often passes for sublimation is not really the trans- 
ference of the energy of one instinct to another, but the evoca- 
tion of another aspect of the root interest involved in the situa- 
tion. A somewhat similar point arises in connection with the 
psychology of morality. Various writers have tried to account 
for the development of the moral life in terms of an interplay 
of specific impulses such as submissiveness and assertiveness, 
resentment and gratitude, and the like. ‘These accounts seem 
to me one-sided. The growth of the moral life involves an effort 
to deal with all the elements of our nature, the organisation of 
all the turbulent impulses by the aid of a synthesis adapted to 
the requirements of social life. The sense of obligation, it 
would seem, is not to be traced to a specific instinct or instincts, 
but is the expression in consciousness of the massive organisa- 
tion of all our impulses. 

These reflections cannot be here further pursued. It would 
seem that the chief defect of instinctivist psychology has been 
its tendency to break up the mind into discreet atomic units. 
In this it has been and still is greatly influenced by the preva- 
lent theories of the mechanism of inheritance. Scrutiny of these 
theories will soon show that they have not yet begun to be 
seriously examined in relation to the inheritance of mental 
characters. The notion of psychical genes resident in the germ 
plasm would seem to imply a mechanising of the mind totally 
incompatible with the deeper teaching of recent psychology. 
The theory of mental inheritance ought, in any event, to be 
based on a direct study of the facts of psychology and not to be 
deduced ready-made from theories framed on a study of the 
inheritance of physical characters alone. The whole problem 
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requires restatement in the light of a more adequate definition 
of the relation between the root interests, the specific impulses, 
and the complex sentiments and other systems built up in the 
course of experience, individual and social. There is here a 
vast field of study calling for the intimate co-operation of 
psychology and sociology. 
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Economic Notes on Some Arguments 
for Protection’ 


By LionEL ROBBINS 
(Professor of Economics in the University of London) 


THE case for the tariff, as it is argued at the present day, is 
usually based on one of three types of argument—simple falla- 
cies of composition, misconceptions of old theories, new (or 
apparently new) analysis. At this period of the twentieth 
century there is no need to discuss the first of these classes. 
The usual argument for safeguarding—Protection is good for 
this particular industry; Protection is therefore good for in- 
dustry as a whole—is a good example of this type and, although 
it would be a relief if one could be sure that its manifest 
illogicality were apparent to .oor per cent. of the electorate, it 
is clearly not a subject of interest to professional economists. 
But the second and third types of argument have greater specu- 
lative attractions and it is the object of these notes to take a 
few typical specimens, and submit them to further analysis. 


i 


I turn first to misconceptions. 


(x1) The fundamental argument for complete freedom of trade 
is that it permits the maximum territorial division of labour. 
Under free trade the different parts of the earth’s surface can 
be put to the uses for which, having regard to the conditions of 
demand, they have the maximum suitability. Free trade, that 
is to say, is the condition of the maximum productive efficiency, 
the condition of the maximum satisfaction of consumers’ demand. 
It is conceivable that in the interests of defence or in the 
interests of zesthetic valuations not formulated in consumers’ price 
bids—a demand for a countryside permanently devoted to arable 
farming, or what not—the inhabitants of certain areas or indeed 

1 A paper read before the London Economic Club, Tuesday, November 
rth, 1930. 
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of the world as a whole, might resolve to forgo some advantages 
of productive efficiency. Such a choice, if deliberately taken, 
would be outside the scope of economic analysis. Free Trade is 
not an end in itself; it is a means to an end. 

(2) These advantages are not limited to specialisation within 
particular areas. The wider the market the greater the specia- 
lisation. ‘The greater the specialisation the wider the market. 
The mechanism of relative costs and prices may be trusted to 
keep territorial specialisation, equally with other kinds of 
division of labour, within the limits of the greatest attainable 
efficiency. There is no sanctity in the areas delimited by 
national frontiers. This fact is not always clearly realised. A 
continental friend who was visiting this country recently tells 
me that while over here he was frequently assured that in 
a modern state of reasonable dimensions it does not matter 
greatly what industries are fostered. ‘‘ In a little state like 

,’ it is said, ‘‘ of course you have to be careful. But in 
England....’’ This argument seems to lack substance. We know 
that within national areas business men take the greatest pains 
to erect their factories at the point of greatest con- 
venience. It is said that Ford’s experts spend months calculat- 
ing freightage, etc., from possible sites before deciding on a 
purchase. It is surely utterly unreasonable to suppose that con- 
siderations which are elementary prudence when choosing 
between sites unseparated by political frontiers, should cease 
to be relevant just because the accident of war or a royal 
marriage has caused a customs line to be drawn between the sites 
concerned. Nor should we underestimate the significance of 
such economies. Taken singly they may not always seem of very 
great importance. Cumulatively they make the difference 
between an efficient and an inefficient organisation of production. 

(3) It is sometimes thought that these advantages cease if 
labour and capital are not completely, mobile between different 
national areas. But this is to fail to realise the true nature of 
the main classical analysis. It is true that the ideas of laissez 
faire and laissez passer have intimate philosophical affiliations. 
It is true that laissez faire in the sense of free movement of 
products between different areas is only accompanied by the 
greatest benefit if, at the same time, there is free movement of 
factors.—To transfer labour from centres of low to centres of 
high productivity must always conduce to a greater total output, 
unless the tendencies to multiplication of the inhabitants of one 
particular part are incurably greater than those elsewhere. But 
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it 1s not true that in a world in which laissez passer is not 
present, laissez faire as regards exchange is not desirable, 
either for persons or for the inhabitants of different segregated 
areas. Whether I can go to the point of greatest absolute pro- 
ductivity or not, it is always in my interest to do that in which, 
in my present position, I have the greatest comparative advant- 
age. We entirely fail to realise the great strength of the free 
trade position if we do not realise that it was precisely to deal 
with the state of affairs prevailing where labour and capital were 
not freely mobile, that the classical theory of comparative costs 
was first elaborated. Nor has the strength of that analysis 
been in any way diminished by the fact that in more modern 
times we have come to think of costs in terms of foregone oppor- 
tunities, rather than in terms of effort sacrificed. Professor 
Knight and Dr. Haberler have abundantly shown that, conceived 
in this way, the doctrine of comparative costs becomes more 
rather than less convincing than in its earlier versions.’ 

(4) There are various so-called ‘‘ exceptions ”’ to this theory 
which are admitted more or less freely by analytical economists, 
the so-called Infant Industry argument based on intricate assump- 
tions with regard to the behaviour of the cost curve in time,* 
the Terms of Trade argument and the argument for measures 
against spasmodic dumping being perhaps the chief. But, save 
in the case of the Terms of Trade argument—which very few 
think to be widely applicable in the case of manufacturing 
nations—it would not be admitted that these arguments were 
arguments for a tariff. To establish a case for restriction of 
complete laissez faire is not to establish a case for particular 
administrative expedients. To ascertain that occasionally an 


2 See Knight, A Suggestion for Simplifying the General Theory of Price, 
Journal of Political Economy, June 1928, pp. 353-70; Haberler, Die Theorie 
der Komparativen Kosten, Weltwirtschaftliches Archiv, October 1930, pp. 
349-70. For an alternative formulation of the same fundamental principle, 
see Ohlin, Die Beziehung zwischen Internationalem Handel und Inter- 
nationaler Bewegung von Kapital und Arbeit, Zeitschrift fiir National- 
Gkonomie, Bd. II, Heft 2, pp. 161-99. 

3 It is important to remember that if the Infant Industry argument is to 
have any validity at all, it must appeal to the possibility of achieving the 
widest kind of ‘‘ external economy ”’—the creation of a tradition of industrial 
discipline and the like. It is perhaps worth observing, too, that the mere 
fact that, in course of time, a certain district could produce a certain article 
“as well as’’ another district where its manufacture is already established 
affords no justification for its establishment there. Its establishment can 
only be justified if it can be shown that at some point in the future it will 
have comparative advantage and that, after that, the gain, discounted at com- 
pound interest, will be such as will more than outweigh the sacrifice 
involved in beginning. 

4 On attempts to deal with dumping by means of a tariff see the article 
by Professor Plant below, pp. 63-Ior. 
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operation for appendicitis is necessary is not to establish that 
the appendix is best removed with a chisel. This fact is often 
overlooked in popular discussions of this matter, and arguments 
which establish the negative conclusion that laissez faire may not 
in certain cases lead to the most satisfactory results are made the 
pretext for the crudest arguments for a tariff. The Infant 
Industry argument in particular has continually been abused in 
this manner.” 

(5) Such, stripped of misconception, is the theory on which 
the main analytical argument for free trade is founded. There 
still remain certain misconceptions of its implications with which 
it is necessary to deal before proceeding to more complicated 
matters. 

(a) We may notice in the first place that nothing in the theory 
suggests that it ceases to be applicable, if to the limitations 
of economic activity due to natural obstacles there are super- 
added further limitations of a legal or institutional nature. It 
is sometimes thought that, if one country has a more rigid code 
of labour legislation than another or a heavier system of taxa- 
tion, the desirability of concentrating productive effort on the 
points of greatest comparative advantage ceases. This is falla- 
cious. Labour legislation may or may not increase efficiency. 
But even if it does not, there is. no reason why, within the 
limitations it imposes, we should not buy and sell in the best 
markets. If it is ill-conceived it will diminish production. But 
production will be still further diminished if it is maldistributed 
by tariffs. 

(b) But, secondly, it is often argued that the competition of 
goods produced elsewhere by low-wage labour may render the 
free trade presumption inoperative. If it did, it would put a 
stop to trade altogether not only between national areas, but 
also within them. For we live in a world in which labour incomes 
are by no means equally divided. In*our own case, we should 
exclude the goods made by the rest of the world save America, 
Canada, and one or two other high-wage countries, while 
America, Canada, and the others would exclude the goods coming 
from us. The same paralysis would ensue within national areas. 
If exchange were confined to equal income groups the whole 
structure of modern industrial society would collapse. The 
low-wage labour argument entirely ignores the most obvious im- 

5 It is worth observing that Mill, who perhaps was more responsible 
than any for giving respectability to this argument, himself protested bit- 


terly against the uses to which it had been put both in Australia and 
America. See Letters of John Stuart Mill, Vol. II, pp. 154-5. ; 
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plications of the theory of comparative costs. Wages are not the 
cause of trade: they are the result. Where there is not obvious 
monopoly, low wages mean relatively low productivity, high 
wages relatively high productivity. For centres of high produc- 
tivity and low productivity to refuse to trade with each other 
simply involves that their respective physical products will not 
receive so high a valuation and that their physical efficiency will 
be lowered.°® 

(c) But of course—and this is my third point—this is not in 
the least to argue that the rise of industries elsewhere may not 
prove injurious to the interests of the inhabitants of a particular 
area. There is nothing in the theory of comparative costs which 
suggests that free exchange is always accompanied by advancing 
real incomes on the part of each party concerned. All that it im- 
plies is that, where it is practised, real incomes will be higher than 
otherwise they would have been. If cooks become efficient 
lecturers in economics that may be a bad thing for me. But it 
does not follow that, because I am poorer, I should cease to buy 
in the cheapest market open to me or cease to sell the services I 
am best fitted to perform. 

(d) Fourthly, it is sometimes held that the existence of surplus 
plant and material equipment generally within a given area is an 
argument for the abandonment of free exchange in respect of 
those things which the equipment could produce. This again is 
a misapprehension, and only the artificial separation of land from 
other forms of capital in the Ricardian analysis has prevented 
its general recognition as such. No economically educated person 
would argue that, because it does not pay to cultivate a piece of 
vacant land under free trade, it would therefore increase the 
social dividend to impose a tariff which would make such cultiva- 
tion profitable. It was the whole burden of the Ricardian 
analysis that recourse to worse lands was a sign of poverty rather 
than riches : that to produce at home on poor lands rather than 
to procure by way of exchange food produced elsewhere at lower 
cost was economic folly. ‘The same analysis applies to other 
material equipment. The plant is there: if at the prices prevail- 


6 On all this see Senior, Three Lectures on the Cost of Obtaining Money; 
Cairnes, Some Leading Principles of Political Economy, pp. 355-407, Essays 
on Political Economy, pp. 1-50; Taussig, Free Trade, the Tariff and Reci- 
procity, pp. 48-94. If wages are artificially out of equilibrium the theory: 
becomes more complicated, but it would be absurd to deny that, broadly 
speaking, it remains applicable. With all the artificial rigidity in modern 
wage structures it still remains true that productivity is the main deter- 
minant. It is fundamentally important in judging such matters to preserve 
some sense of proportion. 
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ing it does not pay to use it, then it is best that it should go 
out of ‘‘ cultivation.’’’ It is possible, in the very short run and 
conditions which are not briskly competitive, to think of remote 
cases in which this presumption does not hold. If, for instance, 
there is ‘‘ slack’? in the domestic establishments but, owing to 
unwillingness to incur new expenses on marketing or to risk the 
disturbance of local monopolies, the producers concerned are not 
producing to the full, it is conceivable that a tariff which excluded 
foreigners from the home market would have the effect of per- 
mitting a reduction of costs which might in certain circumstances 
be passed on to the consumer. But the practical importance of 
such exceptions is negligible. In the last analysis they depend 
upon the assumption that the entrepreneurs in question are 
afraid of more active competition and hence display an inertia 
which prevents the full competitive equilibrium being achieved. 
To make cases of this sort the excuse for protective tariffs would 
be merely to perpetuate evils which in the long run foreign 
competition may be expected to cure. 


II 


(x1) But what about surplus capacity in men? Does all this 
hold when we are affected with unemployment? There is no 
need for us to subsidise derelict land or derelict machines. We 
have to subsidise derelict men. Does not this vitiate the free 
trade argument? This brings me to the second half of my 
discussion—the new (or apparently new) arguments for a tariff. 
For unquestionably it is the fact of unemployment which domi- 
nates the present discussion. 

(2) May I commence by enunciating a platitude? The main 
object of economic policy is not to cure unemployment : it is to 
increase the social dividend. If by curing unemployment that 
end is accomplished, well and good? If the cure involves 
measures inimical to the increase of the dividend its desirability 
is more dubious. We know perfectly well that a general im- 
poverishment would make us all work harder. It is yet to be 
shown that more work in this sense is in any way desirable. 

(3) Now it is sometimes alleged that, before the war, when dis- 
cussing the tariff problem, economists overlooked unemployment. 
I do not believe this accusation is really justified. It is true that 
in the more mathematical formulations of the pure theory of 
economic equilibrium it was found convenient to assume that 


7 On all this see Haberler, op. cit., especially pp. 364-70. 
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the factors of production were in continuous employment. But 
no one—least of all the mathematicians—suggested that this was 
any more than a convenient first approximation. Unemployment 
due to industrial change, unemployment due to general business 
fluctuations—these were clearly recognised and discussed.’ ‘The 
reason why in the discussion of the tariff problem they were 
not more emphasised is simple. Much emphasis in this 
connection would have been misleading. Before the war, 
even if at any time considerable unemployment existed, 
there was sufficient flexibility in the industrial system for it to 
be reasonable to assume that, within a period that could not be 
described as unreasonably long—four years let us say—the diffi- 
culty would have disappeared. The tariff problem is essentially 
a long period problem. Only children or interested parties 
assume that tariffs once imposed are likely to come off quickly. 
In considerations relating to long period policy, clearly the short 
period disturbance is an irrelevant circumstance. 

(4) But in the post-war period, in this country, the price and 
income system has lost this flexibility. At the same time it has 
had to sustain a series of abnormal shocks. As a result there has 
been continuous unemployment, and on top of this we now have 
the world slump with price-cutting and wage-cutting everywhere. 

(5) Now it is not necessary to consider here the problem of the 
slump unemployment. When the slump goes a substantial pro- 
portion of the unemployment which came with it will go too— 
not all; if wages elsewhere are cut and ours remain rigid, but 
at least a substantial proportion. No one but a madman or a 
politician would attempt to cure a trouble of this sort which is 
essentially world wide and transitory by an expedient which is 
essentially local and permanent. What we have to consider 
is the so-called permanent unemployment which existed before 
the slump and which may remain with us after the slump is over. 

(6) Continuous unemployment of this character is obviously 
the result of a disequilibrium between wages, prices, and produc- 
tivity. The obvious remedies therefore are improvements in pro- 
ductivity or greater flexibility of wages. In the months before the 
slump, productivity showed signs of increasing. But wages 

8 It is wrong to assert, as is sometimes asserted, that it is only since 
the war that the existence of unemployment has been made the founda- 
tion of an argument for Protection. The recommendation of a ro per cent. 
general Revenue Duty on all imported manufactures which was made by the 
minority of the Royal Commission on the Depression of Trade in 1886—to 
take only one example—was based explicitly on this argument. See C. 


4803-1886, pp. 15-17. The whole Report is an excellent corrective to the 
view that there is much néw under the sun in fiscal controversies. 
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remained rigid. And, since the slump, in spite of a fall in prices 
of almost unprecedented rapidity, the rigidity has persisted. 
Undoubtedly it is despair at this rigidity which has driven many 
who have hitherto been free traders into the ranks of the 
protectionists. 

(7) At this point it is necessary to remove a misapprehension. 
If you talk to a city man, nowadays, he will tell you that the 
reason he supports proposals for a tariff is that a tariff will lower 
real wages and so reduce unemployment. This argument is falla- 
cious. The fact that real wages are lowered by_a tariff does not 
in the least imply in itself that the profit maker is benefited, 
that employment increases. If I am manufacturing, say, shoes 
at a price which involves no profit, the fact that the money wage 
which I pay my workmen procures them less bread, tea, clothing, 
etc., does not in the least improve my position. My position will 
only be improved by a reduction of costs, or a rise in the price of 
boots, or an increase in my volume of sales. If the price of boots 
is raised by the introduction of a general tariff, that very circum- 
stance may lower real wages in so far as the price of boots 
enters into the cost of living. But it is the change in the profit 
margin, not the lowering of the purchasing power of money 
wages which benefits my position. It is true that a tariff will 
almost inevitably have the effect of lowering real wages. It is 
true that it may be conceived as an attempt to get round rigid 
money wages.° But the lowering of real wages is only incidental 
to its main operation. 

(8) The main purpose of a tariff conceived as an instrument for 
the cure of unemployment is, as Mr. Hawtrey has said, to permit 
the luxury of a local inflation without incurring the immediate 
disadvantages thereof.*? Other things being equal, it can only 
operate as a stimulus to business if it permits an expansion of 
credit. The view, that cutting off an import creates as much 
unemployment as it causes new employnient, is still valid unless 
it is assumed that credit is capable of further expansion without 
causing an outflow of gold.'* In this respect, the argument for 

9 In a very striking passage in the Liberal Yellow Book it is even de- 
scribed as “‘a surreptitious method of raising the cost of living and 
lowering the standard of life.” (See Britain’s Industrial Future, p. 58.) 
This language is, however, open to the accusation that it grossly misre- 
presents the intentions of the Protectionist : it should therefore be avoided. 

10 Hawtrey, The Economic Problem, p. 289. See also Good and Bad Trade, 


Chap. XVIII, for some exceedingly illuminating observations on this 
aspect of the problem. 


J. If this proposition presents any difficulties, perhaps the following 
diagrams will facilitate its acceptance. The dotted lines indicate the flow 
of money; the unbroken lines the flow of goods. 
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protection is on all fours with the more sophisticated arguments 
for expenditure on public works. 

(9) It is important that this should be realised. For, if it is 
not, the essential feature of the argument is apt to be overlooked. 
It is clear that, conceived in this way, the tariff is essentially of 
the order of shock tactics. Its beneficial effects—if it has any— 
are traceable to its impact rather than to its endurance. The 
fact that a tariff is in existence is no more safeguard against 
unemployment than the existence of permanent state activities 
like the Post Office. It is only its coming into existence which 
makes any difference. If tariffs therefore are to be a permanent 
cure for unemployment, we must raise our tariff walls every 
time there is a trade depression. 
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Unless there is an extension of credit or an increase in the velocity of 
circulation, unemployment persists. The suggestion mentioned by Pro- 
fessor Pigou (Unemployment, pp. 43-44) that the exporters will be employed 
by the persons taken into employment is only valid on these assumptions. 
Otherwise, it leaves out of account the producers who used to sell to the 
exporters. 
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But are they even likely to be a temporary cure? This 
demands closer attention both to the assumptions of the theory 
and the state of the facts. 

(10) Now it is perfectly true, as we have just seen, that in pure 
theory a case can be constructed in which circumstances are such 
that in the very short run a general protective tariff would have 
the effect of ‘‘ curing unemployment.’’ If there existed complete 
willingness on the part of the Unions to see money wages remain 
constant in the face of rising prices, then it is theoretically pos- 
sible that a tariff by increasing prices and permitting an extension 
of domestic credit might reduce unemployment. 

But it is important to notice the assumptions of this proposi- 
tion—money wages constant, while prices rise. In fact, these 
assumptions are not likely to be justified. Money wages (par- 
ticularly those-on a cost of living basis) are not likely to remain 
constant in the face of rising prices. Hitherto in the history of 
the world, when Protection has been afforded to an industry or 
group of industries, the workers concerned have not refrained 
from demanding a share of the loaves and fishes. There seems 
no reason to suppose that in the future their practice in this 
respect will be different. 

(11) But putting this on one side for the moment, how far 
should we regard the increase in employment in certain indus- 
tries, which would probably follow the imposition of a tariff, as a 
net gain? ‘The answer is not encouraging. A substantial pro- 
portion of the present volume of unemployment is in export indus- 
tries which, for obvious reasons, are incapable of being assisted 
by a tariff. A tariff on imported coal will not assist the British 
coal industry to recover foreign markets. A tariff on cotton 
cloth would not foster the sale of this product in the hostile 
bazaars of the East. Nor would our shipyards benefit from a 
veto on the import of foreign ships. But not only will these 
industries not be assisted by a tariff: there is reason to suppose 
that they would be positively injured. And this in two ways. 

(a) In the first place they will be injured because our foreign 
customers would be injured. If we refuse to buy from people 
abroad, then, other things remaining the same, people abroad 
are less capable of buying our products. For reasons which it 
is difficult to fathom, in certain quarters recently, this elemen- 
tary generalisation, the pons asinorum of international trade 
theory, has come to be regarded, either as an exploded fallacy 
or as an irrelevant truism. Fallacy it certainly is not. The 
balance of payments must balance, and this is only one way of 


1931 | NOTES ON SOME ARGUMENTS FOR PROTECTION 55 


saying that it must do so. Nor is it easy to see why it should 
be regarded as an irrelevant truism. It is said that the ‘‘ other 
things being equal ”’ (which, to escape contumely, I have under- 
lined) conceals the all-important possibility of lending more 
abroad. It may be agreed that this is a possibility. But it may 
be denied that it is very important. Suppose a tariff is imposed 
which reduces our imports by £50,000,000 a year. It is possible 
that in the very short run this falling off in the buying power 
of our foreign customers might be made good by short lending 
to the countries concerned. It is conceivable even that it might 
be financed merely by a transfer of floating balances standing to 
the credit of the exporting countries. But, obviously, this 
could not continue indefinitely. Every year there would be this 
deficiency of buying power. Short lending would have to be re- 
placed by long. Now it is possible for really intelligent people 
to differ both about the difficulty and the desirability of increas- 
ing our long term export of capital. But it seems hard to be- 
lieve that there can be much difference of opinion about the 
desirability or indeed the likelihood of continuous long term 
lending to repair the damage done by our own refusal to import. 
I can imagine one answer to this objection, the answer, namely, 
that we should lend more elsewhere. I do not think that in any 
case this answer would be valid. But it would be an answer 
which would be entirely illegitimate if it were put forward by 
those who are continually urging upon our notice the “‘ organic 
nature ’’ of trade connections and the great difficulty of extend- 
ing exports anywhere. 

(b) But leaving demand out of account altogether and con- 
centrating only on the supply side, it is equally important to 
realise that Protection would injure the export industries by 
bringing about a rise in their costs. It has been emphasised 
already that if domestic prices are raised, then wages are likely 
to follow. If this does not show itself directly in export labour 
costs, it will have an indirect effect on the prices of the various 
services the export industries are compelled to use. Moreover, 
if the tariff is general, the raw materials used by many export 
industries would become more expensive. Nor would its restric- 
tion to articles classed as ‘‘ wholly or mainly manufactured ’’ do 
more than limit the damage. A substantial volume of commodi- 
ties falling into this class are the raw materials of important 
export industries. No doubt it is possible to argue that these 
difficulties could be circumvented by a system of drawbacks. 
Those who take such arguments seriously may be referred to 
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the discussion of these systems in the standard works on the 
subject.’ 

(12) It is fairly clear that some damage would be inflicted on 
the export industries by any tariff. Of course, a small tariff 
would not inflict so great a damage as a large one. Analytical 
economists who are also free traders must not be thought to be 
indifferent to this consideration. It would be difficult to be 
wildly alarmed about the probable effects of a one per cent. general 
tariff. It would not, however, be irrelevant to observe that the 
plea that it would ‘‘ only be a little one’’ is not new in modern 
tariff history. It has been heard before. 

(13) It is equally clear that many of the present advocates of 
Protection in this country would not mind doing damage to the 
export trades.** The export trades, it is said, are doomed to 
contraction anyway. Why worry if we accelerate the process? 
The important thing is the stimulation of new industries, the 
development of the home market. This reasoning does not 
carry prima facie conviction. It may be that in the future the 
plight of the export industries of this country will be worse 
even than it is at present. I do not myself think that this is 
bound to be the case, but it is certainly not inconceivable that 
it may happen. But that does not seem any reason for antici- 
pating matters. It will not be a good thing if in time to come 
other people put a lower valuation on our products. The burden 
of proof still rests with those who urge that we should go out of 
our way to induce changes which otherwise might never occur. 

(14) But let us waive these objections for the moment. Let 
us assume that we are prepared to ‘‘ cure unemployment ’’ re- 
gardless of the effects on export. Even so, the attempt to do so 
by means of protective tariffs is open to a very grave objection. 
For surely if it is desired to increase employment by stimulat- 
ing industry, it is also desirable to increase it by stimulating 
the right industries, that is to say thése industries in which our 
comparative advantages are greatest. Now this is precisely 
what the protective tariff fails to do. For, obviously, by defini- 
tion, it stimulates those industries which need protection, those 
industries, that is to say, in which our comparative advantages 
are most questionable: the industries in which our comparative 
advantages are unchallenged would receive no direct benefit. 
Unless we are to abandon all idea of a ‘‘ proper ’’ apportionment 


12 See e.g., Gregory, Tariffs, pp. 425-34. 
18 See e.g., a very illuminating letter from Mr. John Strachey in the 
Nation and Atheneum for January: 3rd, 1931. 
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of the factors of production, these are not the industries which 
should be encouraged. One of the main industries to be en- 
couraged by a general protective tariff would be arable farming. 
Yet judged by every test of present prices and costs and the 
probabilities of technical change in the future, both here and 
elsewhere, this is perhaps the last important industry which it 
would be desirable artificially to stimulate. 

(15) So much for Protection as a cure for existing unemploy- 
ment. If the analysis developed above is valid, it seems un- 
likely that the highly problematical advantages which might 
conceivably accompany its impact would be held to outweigh its 
very obvious disadvantages, particularly in view of the almost 
inevitable permanence of tariffs and the probable transience of 
our present troubles. If the cure of present unemployment were 
everything, surely few reasonable men would recommend so 
drastic and crude a therapy. 

But it is not everything. And it is now necessary to take 
account of a subtler form of these arguments which suggests 
not only that a tariff would cure our present unemployment, 
but that the existence of a tariff in future would avert the occur- 
rence of more unemployment of a sort similar to that from 
which we are conceived to have been suffering in the past. I 
refer, of course, to the argument elucidated by Mr. Keynes in 
his recently published Treatise on Money.* This is so im- 
portant that it merits a separate section. 


III 


(x) It is a perilous undertaking to expound the high mysteries 
of any part of the Treatise on Money. Fortunately, this part 
of Mr. Keynes’ doctrine is less novel than the rest, and permits 
of rough restatement in the terms of classical analysis. 

The argument, as I understand it, all turns upon the alleged 
difficulties of varying in an upward direction the size of our 
export surplus. If we wish to lend more abroad, argues Mr. 
Keynes, then we can only do so if the export surplus is increased. 
The mere fact that we wish to lend more abroad and that we 
attempt to make the loan does not, in his opinion, save in very 

14 See especially Vol. II, pp. 184-9. _ It is perhaps desirable to emphasise 
that, in all that follows, I shall be criticising this particular argument and 
not Mr. Keynes’ general position—whatever that may’ be. An Economist 
is not to be described as a Protectionist because he believes in the pos- 
sible validity of one theoretical argument for Protection, and there is 
nothing in the whole Treatise on Money which would render the sugges- 
tion that Mr. Keynes wished to group himself with the current advocates 
of Protection anything but grossly improper. 


58 ECONOMICA [ FEBRUARY 


exceptional cases, have any direct influence on the trade balance. 
The direct consequences of attempts to increase foreign lending 
are pressure on the exchanges, a tendency to a drain of gold, and 
an upward movement of Bank Rate. 

Now, before the war, argues Mr. Keynes, this process was 
usually enough to cure the situation. With the tendency to a 
rise in Bank Rate there was tendency for contraction of credit. 
With the tendency to contraction of credit there was a tendency 
to a fall in prices. With the tendency to a fall in prices there 
was a tendency to a fall in wages and other,incomes. Exports 
tended to increase and equilibrium was restored with the crea- 
tion of an appropriate export surplus—an appropriate favourable 
balance of trade—to use the Mercantilistic term he has resusci- 
tated." 

But since the war the position has altered. The rigidity of 
money wages is a new factor in the situation. Nowadays, when 
there is pressure to lend abroad, the Bank Rate rises as before 
—or at any rate there is a tendency to a contraction of credit. 
But the further effects are different. Since money wages are 
rigid, all that happens is that the rise of Bank Rate frustrates 
itself, as it were, in unemployment. At the same time the 
capital market at home is thrown into disequilibrium. The 
money rate of interest is above the natural or equilibrium rate of 
interest. ‘‘ Savings,’’ therefore, are in excess of ‘‘ Investment.”’ 
The result is waste and persistent depression. This is the 
position in which we have been since 1925: and since Eng- 
land is an old country and the tendency in the future will be to 
attempt to lend more rather than less abroad, it is a position 
which is likely to grow worse instead of better. 

How, then, is the situation to be cured? The flexibility of 
money wages, according to Mr. Keynes, is not likely to be re- 
stored. Hence there are only open two alternatives. Either 
we curtail the volume of foreign investment by imposing differen- 
tial taxation or other minor inconveniences similar to those in 
vogue in France at the present moment. Or we impose a 
protective tariff which will limit the amount we buy from other 
people, and thus enable us to sell more exports on credit. ‘The 


15 It would be a mistake to identify Mr. Keynes’ desire to increase the 
favourable Balance of Trade with the general run of theories concerning 
the trade balance, current in the eighteenth century. According to Pro- 
fessor Viner, Sir James Steuart, who wrote in 1767, is “the only mercan- 
tilist who even cites the desirability of investment abroad as one of the 
reasons for desiring a favourable balance.”’” See Viner, English Theories of 
Foreign Trade before Adam Smith, Journal of Political Economy, 1930, 
PP. 249-301 and pp. 404-57. 
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first proposal is to be preferred, but it involves certain obvious 
difficulties. Mr. Keynes is therefore ‘‘ coming round ’’ to the 
view that there may be something to be said for the second 
expedient. 

(2) Such is the argument. What are we to say as to its 
validity? As an explanation of certain of the short period 
difficulties which may arise in a country in which wages are 
sticky and the monetary situation is abnormal—as it was here 
during the period of the restoration of the gold standard—there 
are elements in the theory which are important and useful. But 
it is as a normal long period theory of capital transfer that it 
must be judged ; and, from this point of view, it is clear, I think, 
that there is an initial presumption against it. It would 
surely be an odd thing if the transfer of capital which is accom- 
plished so simply and expeditiously within the boundaries of 
any customs area were to be accompanied by so devastating a 
series of consequences whenever it is attempted to vary the 
volume of lending across the customs areas. Did not long 
experience make him easy on this head—to parody Hume—what 
a fund of gloomy reflection might oppress Mr. Keynes as 
he computed and magnified the fluctuations in the volume of 
lending between Cambridge and London. ‘And, no doubt, 
had the Heptarchy persisted in England, the legislature of 
each State had been continually alarmed by the fear of a wrong 
balance; and as it is probable that the mutual hatred of these 
States would have been extremely violent on account of their 
close neighbourhood, they would have loaded and oppressed all 
commerce by a jealous and superfluous caution.’’?® 

(3) Moreover, from the point of view of pure theory, it is 
equally clear that the argument presents certain difficulties. Mr. 
Keynes is treating the amount which a country can lend abroad 
as residually determined, as profits used to be in the old classi- 
cal analysis, and wages in the system of Francis Walker. Now 
if there is one common characteristic of modern analysis it is 
that in pure theory nothing is regarded as residually determined. 
Every quantity in the equations of equilibrium has a right to be 
regarded as being simultaneously determined with every other 
quantity—the equilibrating process being conceived as one of 
reciprocal causation. 

(4) But it would be wrong to rest content with these a priori 
presumptions. For, pure theory notwithstanding, if certain 
economic quantities are notoriously sticky, we are justified, in 


16 Hume, Essays. (Green & Grose.) Vol.-I, p.: 335- 
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short period analysis, in regarding certain other quantities which 
adapt themselves to them as being, as it were, in the nature of 
residues. ‘The question, therefore, which we have to answer is 
whether Mr. Keynes’ belief that in the modern world the 
export surplus is so insusceptible of change is actually justified. 
Is it in fact true, even in the short run, that the trade balance is 
not a function of what.is being lent? 

(5) Historically, I do not think it is open to question that the 
answer is in the negative. I know no case in the pre-war history 
of normal trade where the transfer problem alone was the cause 
of serious difficulties. Of course it is not part of Mr. Keynes’ 
present argument that it was. He only contends that circum- 
stances are now quite different. Still, wages were not perfectly 
plastic in the pre-war period, yet so far as I am able to discover 
the export surplus accommodated itself to fluctuations in the 
volume of foreign lending with great rapidity and little dis- 
turbance.*’ 

(6) Much more convincing, because they relate to a later period 
and because they concern a case where the difficulties of transfer 
might be supposed to be greatest, is the evidence of the recent 
German trade statistics. Ever since he wrote the Economic 
Consequences of the Peace, Mr. Keynes has been telling us 
that the creation of a German export surplus of any substantial 
size is wellnigh out of the question. It is clear that his present 
anxiety with regard to the future position of this country is 
merely a transfer of his apprehensions about Germany to the 
sphere of more general theory. It is therefore a not insignificant 
circumstance that since the flow of American funds into 
Germany began to fall off, an export surplus has been develop- 
ing strictly according to the predictions of Mr. Keynes’ oppon- 
ents. Of course, the present position is abnormal. Not too 
much importance must be attached to events of so short a dura- 
tion. But it is at least a combination of circumstances which 
calls for explanation if it is to be shown to be irrelevant to the 
general theory of transfer. 

(7) So much for facts. But facts in themselves are not always 
good guides to prediction. Moreover, it would be wrong to 
argue that the verdict of facts was at present unmistakable. In 

17 Tt is interesting to notice that in the chart given in Dr. C. K. Hobson’s 
Export of Capital (p. 222), on which are recorded fluctuations of employ- 
ment, the export surplus and public issues for foreign investment, there 
is no obvious correlation between employment and the difference between 
foreign issues and the export surplus. I would not press this very far as 


no doubt the figures of public issues are by no means the whole story. 
But the apparent absence of correlation is at least worthy of notice. 
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the last analysis, therefore, we are bound once more to have 
recourse to more general theoretical considerations. 

_ Now I think it would be wrong to deny that Mr. Keynes is 
right when he argues that rigidity of money wages makes every 
adjustment more difficult. Clearly he is right here. Clearly 
the fact that wages are rigid is an incentive to make transfers 
which otherwise would not be attempted. Nevertheless, I 
think he very greatly overestimates the inflexibility of the export 
surplus in modern conditions. I think this for two separate 
reasons, 

(a) In the first place I think he always tends to underestimate 
the import side of the equation. The fact that a loan is raised 
for abroad, or that reparation taxes are paid, deprives domestic 
payers of spending power. Some of this spending power would 
be spent on imports. ‘The situation is, therefore, to that extent 
automatically eased. I do not suggest that Mr. Keynes over- 
looks this entirely; I only suggest that he continually under- 
estimates its magnitude. 

(b) On the export side, I think he makes two mistaken 
assumptions. 

(i) In the first place he assumes that the elasticity of demand 
for the exports of a manufacturing country is low. There seems 
no reason to suppose that this is the case. Competitive manu- 
factures are likely to be in highly elastic demand. The more 
competitive the supply, the more highly elastic the demand for 
any part of it. This is a legitimate theoretical objection. I do 
not think recent German experience contradicts it. 

(ii) But even if it were legitimate to assume that demand were 
comparatively inelastic, it would be wrong to assume that trans- 
fer was thereby made impossible. For it is a fundamental error 
to assume that the conditions of demand for export are unaffected 
by the fact that transfer is to be made. It is not merely a 
matter of the slope of the demand curve. It is a question of the 
movement of the demand curve as a whole. If I lend a man £100 
out of a fixed income that means that immediately my demand 
curves are moved to the left—at any price I demand less—while 
his demand curves are pushed to the right—at any price, he 
demands more. Mr. Keynes would admit that this is so when 
individuals are making transfers in the same currency, but he 
argues that it is almost out of the question that international 
transfers should be made in this way. I confess this seems to me 
mistaken. I see no reason why, as money is collected and handed 
over in one centre, there should not be an immediate expansion 
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of credit against that money in another centre. No doubt there 
are technical exchange difficulties. No doubt if the exports of 
the lending country are not suitable there is some long period 
transfer problem. I am very far from wishing to argue that in the 
majority of cases transfer is possible without some price move- 
ment.’® But I do not believe that the difficulties are anything 
like as great as Mr. Keynes would have us believe. A technical 
problem no doubt can arise in the very short period. But the 
probability of its persistence has yet to be demonstrated.” 

(x8) I see no reason then to assume that even in the modern 
world the difficulties of international capital transfer are of the 
order of magnitude suggested by Mr. Keynes. And I see no 
reason, therefore, to follow him when he suggests that it 
might be desirable, either to limit the volume of foreign lending 
by interfering with the City, or to facilitate it by interfering 
with trade. Only the most overwhelming evidence of the probable 
persistence in normal times of a transfer problem of the very 
gravest difficulty could be held to justify such measures. That 
evidence, I contend, has not been submitted. 

(19) Moreover, it may be questioned whether, for a community in 
our position, the effects of a tariff would be an easement even of 
the transfer problem. It is common ground that transfer is easiest 
when the loan is spent in the lending country. Now from what 
has been said already, it should be clear that one of the imme- 
diate effects of a tariff must be to raise domestic prices and costs. 
If the costs of the export industries are raised, there will be a 
tendency for their prices to rise also and to the extent to which 
this happens—to the extent to which the prices of potential export 
goods are raised—the incentive to spend the proceeds of any given 
loan in this country is obviously diminished. This seems to 
provide an additional reason for rejecting the proposal. 

18 J] do not understand this to be the view either of Professor Ohlin or 
of Dr. Haberler, each of whom has expréssed the view that Mr. Keynes’ 
pronouncements on the Transfer Problem overstress the difficulties 
and overlook certain theoretical probabilities. See their discussion of this 
matter in recent numbers of the Zeitschrift fiir Nationaldkonomie. 

19 Nothing that is said in these notes with regard to the economic possi- 
bilities of transfer must be regarded as affording any ground for minimising 
the grave political difficulties of the payment of Reparations. The fall of 
gold prices has imposed upon Germany a burden considerably heavier 
than that which was in the minds of the experts who were responsible for 
the passing of the Young Plan. At the same time, the general depression 
of trade has greatly intensified the budgetary difficulties of the Reich. Small 
wonder, if in times like these, the payment of Reparations, however feasible 


from the strictly economic point of view, encounters a psychological resis- 
tance, upon which all present arrangements may very well be shattered. 
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The Anti-Dumping Regulations of the 
South African Tariff 


By ARNOLD PLANT 


(Sir Ernest Cassel Professor of Commerce in the University 
of London.) 


THE first and main object of this paper is to examine the origin, 
the technical form, and the economic nature of the anti-dumping 
regulations which have been introduced into the South African 
tariff. Secondly, the question is considered whether the regula- 
tions, which differ only in minor technical detail and in the 
degree of wisdom with which they have been administered from 
those in operation elsewhere, are adequate to eliminate the busi- 
ness practices which they are intended to combat; or whether 
they are not really undesirable, except as part of a more 
comprehensive interference with discriminatory price policies, 
both domestic and international. 


1. DEFINITION OF DUMPING. 


It is fortunately unnecessary to give a general account of the 
nature of international dumping and of the attempts which have 
been made, during this century, more particularly by some of the 
sister nations of the British Commonwealth, to suppress it. That 
ground has been adequately covered by Professor Jacob Viner.’ 
Economists are now generally agreed as to what constitutes 
“‘ dumping,’ and will not quarrel with Professor Viner’s defini- 
tion of it as ‘‘ price discrimination between national markets,”’ 


1 Substance of a paper read before the British Association at Cape Town, 
uly 1929. 
: ee A Problem in International Trade (University of Chicago 
Press, 1923), and Memorandum on Dumping, submitted to the Preparatory 
Committee for the International Economic Conference held under the 
auspices of the League of Nations in 1926 (publications of the League of 
Nations; II Economic and Financial; 1926, I, 63). Where in the course of 
this paper I take a somewhat different stand from that of Professor Viner, 
the disagreement must not be taken to imply any lack of appreciation on 
my part of the general excellence and comprehensiveness of Professor 
Viner’s account and analysis. 
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if qualified by the proviso that it is almost invariably understood 
in the sense of “selling at a lower price outside the national 
boundary.”* Whether the fact that the price discrimination 
takes place across a national boundary provides any economic 
justification for peculiar treatment (as seems to be the view 
held by Professor Viner), will be considered later. Professor 
Viner regards it as essentially ‘‘ A Problem in International 
Trades. 


2. TypES oF DUMPING. 


Clarity will be introduced into the discussion by the adoption, 
with slight amendments, of Professor Viner’s analysis (page 23), 
classifying dumping according to the duration of the dumping 
and the motive of the dumper : 


Sporadic. (i) To dispose of a casual overstock. 

(ii) Unintentional. 
Short-run or (i) To maintain or develop a market. 
intermittent. (ii) To eliminate or forestall competition. 


(iii) To retaliate against dumping in the 
reverse direction. 


Long-run or (i) To secure economies from larger scale 
continuous. production than domestic market can 
absorb without cutting domestic price. 
(11) On purely mercantilistic grounds. 
(iii) To counter a protective duty in the 
export market. 


International dumping may take various technical forms. In 
‘ordinary ’’ dumping, the price discrimination is revealed 
simply by a comparison of the invoices of identical sales to a 
domestic buyer and to a foreign buyer. In “‘ sales’ dumping, 
the invoice prices show no price discrimination, but the goods 
exported are sold by traders, or from stocks held ‘‘ on consign- 
ment’? by agents, in the receiving country, at lower prices. 
The term has also been extended to cover ‘‘ bounty-fed exports,” 
- “ freight dumping,’’ and ‘‘ exchange dumping,’’ each of which 
may or may not involve price-discrimination between the domestic 
and foreign markets. ‘These will be described and examined 
later. . 


° Cf. Taussig: ‘‘ The disposal of commodities in a foreign country at 
one price, and to domestic purchasers at another and higher price.” 
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3. Anti-Dumpinc Measures. 


The student of economics, having regard for the welfare of the 
community as a whole rather than for that of a sectional interest 
without consideration of repercussions on the rest of the com- 
munity, will always experience an initial difficulty in viewing the 
sale of goods to a community by a foreign seller at a price which 
does not represent the full cost of production, or which is lower 
than the price charged in other markets, as harmful to the com- 
munity receiving the goods sold at the lower price. The condi- 
tions in which the proposition is true will be examined later. For 
the present it is only necessary to point out that the evils which 
accrue from discriminating selling do not arise from the fact 
that the seller is situated outside the national boundary, and are 
consequently in no way peculiar to international dumping. In 
fact, for reasons that are not economic and are not difficult to 
understand, international dumping has been singled out for 
special regulation by certain countries receiving the goods at the 
lower price. Dumping may or may not be objectionable ; and 
recognition of this fact is responsible for the regulations being 
made permissive in some countries, though mandatory in others. 
The measures taken to prevent dumping are generally of four 
main forms: 


(i) A sufficiently high rate of customs duty against all 
imported goods of the ‘‘dumped’’ type, whether 
dumped or not, to offset any reduction in price. 

(11) Countervailing duties against bounties, although the 
bounties may not involve ‘‘ dumping ”’ as defined. 

(iii) Prohibitions or restrictions on importation of goods, 
where intent is proved on the part of the exporter to 
destroy or injure a domestic industry. Australian legis- 
lation has followed this form since 1906. 

(iv) Special anti-dumping duties, intended to equal the 
amount of the price discrimination between the domestic 
and foreign market, as provided for, e.g., in Canadian 
legislation since 1904 and in South African legislation 
since I9QI4. 


4. COMPLAINTS AGAINST DUMPING IN SouTH AFRICA. 


Judging by references in official publications, complaints 
against unfair competition and dumping have been loudest and 
most numerous in South Africa, as elsewhere, during periods of 
falling prices and trade depression. It is instructive to examine 
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the protests which have been recorded (a) in the published evi- 
dence and reports of Commissions in the coastal colonies of the 
Cape of Good Hope and Natal in pre-union days, and in the 
Union of South Africa since 1910, and (b) in the official Journal 
of Industries ; for it was the impression created by these com- 
plaints that made it possible to pass the legislation of 1914, first 
making provision for counter-measures, and the subsequent 
amendments. 

The agitation for government intervention against dumping 
into the four colonies now forming the Union of South Africa 
can be studied in the Reports and Evidence of the Natal Indus- 
tries and Tariff Revision Commission of 1905-6; the Customs 
Tariff Commission of Cape Colony, 1907-8 (G.10 and 11 of 1908) ; 
and the Commission on Trade and Industries of the Union of 
South Africa, 1910-11 (U.G.10 of 1912; U.G.g of 1913). 

Classifying the complaints on the basis of the type of evidence 
adduced, we may distinguish three main groups. 

(a) First, in the majority of cases, there is no evidence of 
actual dumping at all. 


Thus the Natal Commissioners refer to doors and 
windows as ‘‘ dumped ”’ apparently because prison-made ; and 
to cement as dumped because the ordinary duty has been re- 
moved. The Cape Commissioners record evidence of a straw- 
hat manufacturer who complains of the competition of 
dumped hats from Luton because the price is lower; of sugar 
‘“ dumping ’’ from Australia because the price is “‘ in no way 
regulated by ‘ world values’,’’ meaning thereby the price 
of ‘‘ 88 per cent. Beet f.o.b. Hamburg ’’ ; and quotes the com- 
plaint of a Cape Town furniture manufacturer of the dumping 
of furniture from the Kast End of London made by sweated 
labour working ‘‘ at least ten or twelve hours or more every 
day for small wages.’”” The Union Commissioners report 
without evidence that dumped leather and adulterated leather 
are injuring the leather industry. As late as January 1921 
the official Journal of Industries in an editorial comment calls 
attention to the ‘‘ dumping ’”’ of low-priced goods made in 
Germany by American and British firms ‘‘ on the American 
and other markets at prices which the native industry cannot 
meet,’’ but does not allege that the export prices are lower 
than the prices in Germany. 


None of these examples in fact shows any evidence of dis- 
criminating charging of the type known as ‘‘ dumping.” 
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(b) Secondly, a number of cases occur in which the sale of 
imported goods by auction is regarded as ‘‘ dumping.”’ 


Thus the Natal Report describes as dumping “‘ the consign- 
ment of goods for sale by auction at whatever price they will 
fetch ’’; the Cape Commissioners quote evidence of a Cape 
Town manufacturer concerning the dumping of cheap furni- 
ture to be sold by auction, of a Port Elizabeth jeweller con- 
cerning ‘‘ indiscriminate dumping of jewellery, watches, 
silverware and electroplate through the local auctioneers,’’ and 
a petition of thirty-five Port Elizabeth trading firms complain- 
ing of injury ‘‘ caused by the frequent auction sales of new 
goods . . . specially imported for disposal by auction sale.” 
The Union Commissioners of 1912 still coupled together the 
dumping of furniture, and importations of cheap furniture con- 
signed to auctioneers for sale. Yet in none of these cases was 
it argued that the auction price of the goods was lower than 
the selling price in the exporting country. 


(c) Thirdly, a few instances are recorded of allegations that 
selling prices of ‘‘ dumped ”’ goods were lower than the domestic 
price; or at least lower than the cost of production, implying 
actual price discrimination. 

Thus the Cape Commissioners report dumping of surplus 
production at prices ‘‘ very often less than the cost of produc- 
tion, which is possible owing to the preservation of their 
home markets by high protective duties ’’ ; and quote evidence 
of an East London miller which correctly describes ‘“‘ dump- 
ing ’’ transactions, as generally understood. The Union Com- 
missioners refer to sales at a loss to the exporting manu- 
facturer, and in their report on the sugar industry refer to 
Javanese sugar refined in Australia and exported at prices 
considerably below the Australian price. 


These instances show an understanding of what constitutes 
dumping. If the allegations could be substantiated the only 
question would be whether such dumping were detrimental to the 
South African public as a whole. 


5. Motrves ASCRIBED TO Dumrers Into SoutTH AFRICAN 
MARKET. 

It is somewhat surprising to find that the complainants against 

dumping before the 1914 Act was passed rarely alleged that 

the dumper had any ulterior motive beyond the desire to dispose 
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of occasional surplus production. The Cape Commissioners, 
referring to the dumping of flour from Australia, remark that 
“it is admitted not to be a continuous practice, but one depend- 
ing on the state of the market in the country of export.’”” They 
did not bring out the point that the strength of their argument 
for anti-dumping regulations lay precisely in the fact that 
the dumping was not continuous and therefore capable of 
being anticipated in making contracts, but fitful and conse- 
quently disturbing to local production, although in the evidence 
of a Port Elizabeth miller the inconvenience of spasmodic dump- 
ing is stressed. The Union Commission of 1912 defines dumping 
as ‘‘ the off-loading of the surplus products of manufacture of one 
country into the markets of another country,’’ and only one 
witness, giving evidence concerning candle making in the Trans- 
vaal, alleges that ‘“‘ predatory dumping’’ might take place, 
i.e. that the overseas manufacturer might dump in order to main- 
tain his export market in the face of growing local industries and 
‘“‘ play a losing game until he has succeeded in cutting out the 
South African manufacturer’? : but he makes no allegation that 
such dumping was taking place in the candle industry. Yet the 
Minister who introduced the dumping clause in the 1914 Bill 
(Hansard, June 3rd, 1914) definitely described as the object of 
the dumping which the clause -was to obviate “‘a temporary 
reduction for the purpose of raising the price ultimately.”’ No 
evidence had been led that any overseas firm either was practising 
predatory competition or had such a control over overseas sources 
of supply as would make possible an ultimate raising of price. 


6. PREVENTIVE METHODS PROPOSED IN SOUTH AFRICA BEFORE 
IQI4. 

It is clear from the published documents of the three Commis- 
sions that from the date of the Canadian legislation of 1904 there 
was a persistent clamour in South Africa for the application of a 
similar dumping clause. Many of the witnesses who advocated 
the adoption of such a clause before the Natal and the Cape Com- 
missions had only the vaguest idea of its nature, and as has been 
shown their evidence suggests that in only one or two instances 
could they have secured any concession had it been applied at 
that time. The Natal Commissioners as early as January 1906 
unanimously recommended the adoption of the Canadian Dump- 
ing Clause ‘‘ amended to better suit, we think, South African 
circumstances and conditions.’’ The Cape Commissioners in 
1908 also recommended a Dumping Clause on the Canadian 
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model, adopting the proposals of the representatives of certain 
of the milling and furniture businesses. 

Two proposals other than the dumping clause were also made 
in the report and evidence of the Cape Commission. Some 
members of the Commission were impressed by the special plead- 
ing of the opponents of the sale by auction of new imported 
furniture, and recommended a special surtax on all furniture so 
imported at the rate of 20 per cent. ad valorem. Secondly, three 
witnesses before the same Commission, who had made much of 
the dumping of furniture, flour, and straw hats without appre- 
ciating the real connotation of the term, advocated higher perma- 
nent protective duties as the only possible method of securing 
relief. ‘he Commission was clearly anxious where possible, how- 
ever, to avoid unnecessary increases in the permanent duties. 

In 1912 the majority of the Union Commission adopted as a 
recommendation with very few variations a form of dumping 
clause which had been modelled for them by the manufacturers’ 
associations on the Canadian Act, the adoption of the clause 
being again urged by the representatives of the furniture, mill- 
ing, sugar, and leather industries. Two members of the 1912 
Commission, in separate minority reports, opposed the adoption 
of a dumping clause. Mr. W. A. Martin argued forcibly that 
“the system is liable to great abuse, and lends itself to the 
grant of additional protection to the local industry, often on 
grounds that are not justified ” ; that the consumers would lose 
the benefit of the lower prices, and that “‘ a dumping clause is 
dangerous because it invites retaliation.”? Mr. (later Sir) Wm. 
Macintosh was not convinced that there had been consistent 
dumping, and argued that South Africa’s own policy of dumping 
agricultural products was likely to continue, with a result that 
she ‘‘ might find such a dumping clause lead to unpleasant 
retaliation.’ He disliked the rigidity of the Canadian clause, 
and expressed a preference for the Australian model, if any, on 
the ground that it was more elastic. 


7. ActION TAKEN By PARLIAMENT. 


In 1914 the first Dumping Clause, on the Canadian model, 
was introduced in the Customs Tariff Act (No. 20 of 1914). It 
was supplemented by further provisions in the Customs and 
Excise Amendment Act of 1922 (Act 35 of 1922) and superseded 
in part by the Customs and Excise Duties Amendment Act of 
1923 (Act 23 of 1923); and finally the anti-dumping provisions 
were re-enacted as Chapter II of the Customs Tariff and Excise 
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Duties Amendment Act of 1925 (Act 36 of 1925). For ease of 
comparison, the relevant clauses are reproduced in Appendix I. 
In the following sections the provisions of these enactments will 
be examined from the point of view of their appropriateness for 
the economic purpose for which they were designed. 


8. CoMPARISON OF DOMESTIC AND EXPORT PRICES. 


One problem in the drafting of an anti-dumping regulation 
is to determine which of the many records of domestic prices and 
export prices that are available for any commodity are to be 
compared for the purpose of ascertaining whether dumping is 
taking place. ‘Theoretically, dumping is the acceptance by the 
seller of a lower net price for an identical transaction when made 
with a foreign instead of a domestic buyer. It is extraordinary 
how much confusion has existed, and how much thoroughly bad 
legislation has remained operative for many years, on account of 
failure to apply this definition consistently and logically. 


(a) Time of the comparison. 


It should first of all be perfectly clear that to be valid the 
comparison must be between the prices quoted by the seller for 
identical transactions at the moment of acceptance of the con- 
tract. No importance whatever dttaches to the prices that may 
be ruling at any subsequent time when the goods happen to 
cross the customs barrier in transit to the importer. In the 
Canadian legislation, although the prices compared are those at 
the date of exportation, a regulation of 1904 clearly and properly 
provides for substituting the price at the date of purchase in the 
event of an increase in the domestic value in the interim.* ‘The 
Natal Commission’s proposal of 1906, based on Canadian regula- 
tions in force at that date, provides for the same adjustment. Yet 
for eleven years, that is, from 1914 to 1925, the South African 
anti-dumping legislation made this fundamental mistake. In 
section 8 (i) of the 1914 Act the prices of the goods to be compared 
are those “‘ at the time of their exportation ’’ ; in section 12 (i) of 
the 1923 Act, “‘ at the time of shipment,’ but in section 19 of 
Chapter IT of the 1925 Act, for purposes of interpretation of the 
anti-dumping clauses ‘‘ for the words ‘time of exportation ’ 
shall be substituted the words ‘ date of purchase thereof by the 
importer.’ ’’ It is unnecessary to comment on the state of jeo- 
pardy in which all importers buying for forward delivery are 
compelled to transact their business, or the loss sustained by 

4 Viner, page 197, and J. W. Root, Colonial Tariffs, page 225. 
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the South African community on account of fluctuations in sup- 
plies and prices, if importers are not permitted to derive profit 
from intelligent anticipation of future demand and supply. 

In 1924, when world wheat prices rose and the price of bread in 
Durban increased by 33% per cent. between July and September, 
South African importers of Australian wheat who had brought 
forward in the early part of the year found that the dumping 
duty payable on some shipments ‘‘ amounted to as much as 
3s. gd. and 4s. per 100 lb., owing to the fact that the flour 
was bought before the rise or at the commencement of 
the rise in price to be shipped at a later date when the 
price of flour in Australia had risen by an equivalent amount.”’ ce 
It is not surprising that in these circumstances the importers 
preferred to take their profit by selling in Australia. South 
Africa was deprived of some of tht anticipated arrivals and the 
dumping duty on those parcels was not paid. The advocates 
of anti-dumping regulations might well decide against attempts 
at practical application of their principles if considerations of 
administrative convenience can for eleven years permit so crude 
a travesty to masquerade as the embodiment of their proposal. 
The new Board of Trade appointed on the change in government 
in 1924 recommended the withdrawal of the dumping duties on 
wheat and flour (B.T.I. 644, November 19th, 1924), but they 
were retained as a protective device. The 1925 Act, introducing 
the correct interpretation of dumping by substituting “date of 
purchase ”’ for “‘ time of exportation,” actually makes provision 
(section 16 of Chapter II) whereby a special rate of dumping 
duty may be fixed arbitrarily by the Minister, if ‘‘ the levying, 
in respect of wheat or wheaten flour, of the ordinary dumping 
duty . . . would, by reason of market fluctuations, be un- 
desirable.’ The Board of Trade explains as the motive for this 
abandonment of the only legitimate measure of dumping an 
anxiety to ensure ‘‘ that the wheat farmer does not lose any of 
his legitimate protection on account of fraud in respect of the 
date of sale’? (B.O.T. Report 67, April 27th, 1926). This can 
only mean that the administrative difficulties of ascertaining 
the domestic and export prices at the date of purchase were 
regarded as insuperable. The Report of the Board of Trade 
on Wheat Growing and Milling,* however, shows that the dump- 
ing duty was in fact being used to increase the rate of perma- 


5 Inquiry by the advisory Board of Trade into The Rise in the Price of 
Bread. (B.T.I. Ref. 644, dated Nov. 1gth, 1924.) 
6 No. 67 of April 27th, 1926. 
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nent protection to wheat farmers. The Board recommended that 
the existing dumping duties on Australian wheat and flour be 
withdrawn, that the average amount levied in dumping duty on 
imports from Australia be added to the ordinary protective tariff 
on imported wheat and flour (not simply from Australia), and 
that additional dumping duties be levied whenever “‘ excess 
dumping of wheat and flour (i.e. dumping in excess of the 
amounts incorporated in the increased customs duties) is taking 
place. . . . It is of great benefit to all concerned to secure the 
certainty and stability consequent upon the imposition of fixed 
duties on wheat and flour.’? In 1926 the ordinary protective 
duties were accordingly raised by 5d. per 100 lbs. (£27,850 hav- 
ing been collected in dumping duty on Australian wheat alone 
(225 million lbs.} imported between July 1st, 1924, and June 
30th, 1925). Thus the excessive amount levied on the incorrectly 
calculated dumping duties was added to the permanent protec- 
tive duty, and provision still made for the imposition of addi- 
tional dumping duties on wheat and flour by as arbitrary a 
method as that employed hitherto. The whole episode, and this 
section of the report, must come as a shock to enthusiastic 
advocates of anti-dumping regulations. 


(b) What is the Domestic Price? 


To establish the fact of dumping, as defined, the domestic 
price which should be compared with the export price is the 
price at which the same seller makes identical sales in the domes- 
tic market. The South African legislation has undergone 
considerable modification since the 1914 Act was passed, but at 
no time has it made this fundamental stipulation. The rg14 Act 
refers, it is true, in the dumping section 8 (i), to the true current 
value ‘‘ of the same goods when sold for home consumption in the 
usual and ordinary course,’’ and the 1923 Act adds the phrase 
“in the principal markets ”’ (cf. section 7 of the 1914 Act) ; but 
the 1925 Act in section 14 (3) gives a comprehensive definition of 
“domestic value’? which greatly adds to the discretion of the 
administrating officer by permitting a comparison of prices with 
those of any goods that he may consider sufficiently ‘‘ similar,”’ 
although not necessarily either the same or sold by the same seller. 
These facts have opened the door for a much more extensive 
and dubious application of the legislation than could otherwise 
have been possible. All the Acts (section 9 of 1914 Act, and 
section 14 (4) of 1925 Act) give the Commissioner of Customs dis- 
cretion in cases of special difficulty to assess the value for duty 
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(subject to appeal). Nevertheless in a Board of Trade Report 
(No. 88 of 1928) on the dumping of wire nails from Germany and 
Belgium, although the dumping was held to be definitely estab- 
lished the Board did not recommend a dumping duty “‘ as con- 
siderable difficulty was experienced in ascertaining the true 
domestic value... owing to the existence of rings and 
cartels ’?; and an ordinary protective duty was actually recom- 
mended and imposed instead, although apparently not even 
asked for by the complainants. The difficulty of ascertaining the 
true domestic value still remained to be solved by the customs 
officials for the purposes of collection of the ordinary duty. 


(c) Reduction of Prices to a Comparable Basis. 


It is clear that the export price of goods placed free on board 
ship at the port of export is not immediately comparable with 
the domestic price wherever it may be quoted. ‘Thus for the 
purposes of the 1914 Act ‘“‘ the true current value for home 
consumption ”’ is defined (section 7) as “‘ including carriage to 
the port of shipment and the cost of packing and packages, but 
not including agents’ commission when such commission does not 
exceed 5 per cent.’”? The Customs Act of 1923 did not repeal 
this section with the dumping clauses (section 8), but stipulated 
that the dumping duty is leviable where the export selling price, 
free on board, is less than that for home consumption ‘‘ plus the 
free on board charges.’’? "The wording of the Acts appears to 
have thoroughly confused the trading community, the manufac- 
turers, the Customs Department, the legal advisers to the Govern- 
ment, and the advisers constituting the Board of Trade and 
Industries.’ The Customs Department appears to have inter- 
preted section 7 as applying only to the levy of ordinary customs 
duty, and to have omitted the costs of placing goods on board 
from the “‘ home consumption value ’’ for purposes of applying 
the dumping duty; while under the 1923 Act the costs of pack- 
ing for export were omitted, on the advice of the legal experts, 
in interpreting the phrase ‘‘ free on board charges.’? Special 
difficulties arose in cases where packing in the domestic trade is 
returnable (e.g. cement bags), whereas export packing “(cement 
casks) is included in the export price, since the appropriate 
adjustments were not possible under the wording of the Acts. 
The 1925 Act seems at last to have swept most of these difficulties 


7 Cf. Journal of Industries, Vol. 7, PP. 315-25- Report by former mem- 
ber of the Board of Trade to the Minister of Finance. B.O.T. Report 


No. 42; Nov. 18th, 1924. 
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away, by stipulating that the comparison shall be between the 
export price free on board and the domestic value ‘plus the 
extra cost of packing and packages for export, carriage to the 
port of shipment, and all other expenses incidental to placing 
the goods on board ship ready for exportation to the Union.” 

The 1925 Act moreover dealt correctly for the first time with 
the question of drawbacks and excise. Where a drawback is 
granted on export the resultant difference in price between export 
and domestic prices is not regarded as dumping (section 19). 
Excise duties payable in the country whence the goods are 
exported are not included in the domestic value (section 14 (3)), 
since the net return to the seller is no less in the export sale than 
in the domestic sale in cases where the domestic price exceeds the 
export price by the amount of the excise duty payable. 


(d) Who shall ascertain Domestic Value? 


Finally, even if the domestic price had been correctly defined 
in the legislation, a judgment on the operation of the regulations 
must depend on the fitness of the machinery for ascertaining the 
facts. Unless adequate provision is made to ensure that the true 
facts are established, the whole scheme is suspect. In South 
Africa it cannot be said that the machinery is yet adequate. 

Under the original 1914 Act the normal method of ascertain- 
ing the domestic value was presumably to accept the declaration 
of the exporter, while under section 9 the Commissioner of 
Customs was empowered to determine the facts in difficult cases, 
subject always to the right of appeal to the Minister. ‘The 
Customs Department was thus left with a large measure of dis- 
cretionary power which could be arbitrarily or sporadically exer- 
cised. Without an adequate overseas investigating staff it was 
manifestly impossible to obtain prompt and regular advice of 
changing values. Dumping might therefore pass unnoticed or, 
having been detected, be subjected to rates of special duty which 
soon ceased to be appropriate to the facts. The prompt re- 
adjustments which are essential to the proper administration 
of anti-dumping regulations were barely obtainable. In fact, the 
Customs Department until 1923 normally required the complain- 
ing manufacturer in South Africa to establish to its satisfaction 
what was the domestic value of imported goods. 

There was in consequence much discrepancy between the data 
adduced by the complainant, by the Department, and by the 
exporters’ declaration. A report by a former member of the 


1931 | ANTI-DUMPING REGULATIONS 75 


Board of Trade on cement dumping® well illustrates the range of 
divergence that existed. The complaining cement company in 
South Africa alleged that English domestic prices varied from 
51s. to 58s. per ton less 2% per cent. ; the Customs Department 
gave the price as 42s. gd. The author of the report, with com- 
mendable zeal, volunteered further prices, including a London 
firm’s quotations ranging from 51s. to 58s. and 63s. 6d. less 2% 
per cent., and The Economist and trade papers’ quotations of 
58s. to 63s. 6d. On the basis of these quotations he accepted the 
figure of 58s. and argued that dumping was taking place to an 
extent which justified a duty four times as high as that then in 
force. But it is clear that such evidence, especially prices quoted 
in trade papers, is not to be relied upon absolutely. With the 
exercise of still a little more zeal he could have ascertained, as 
we have done, that the cement quotations in The Economist 
‘* represent prices in the London area, including delivery charges 
from the works to the site, and are subject to discount or rebates 
depending upon the quantities taken by the consumer in a given 
period.’’ They are not to be accepted in their crude state. 

The 1923 Act made provision (section 13) for the acceptance 
by the Commissioner of Customs in cases of doubt of a certificate 
of domestic value signed by an investigating officer in the country 
of export. This method at least provided for more impartial 
evidence, but left too much arbitrary power in the hands of 
the officials, while providing no special machinery for appeal 
from decisions reached. ‘The Board of Trade Report No. 48 
(December 28th, 1924) on the case of Mozambique cement reveals 
much divergence in the evidence on which a dumping duty was 
actually applied. Before the proclamation of the duty the Com- 
missioner of Customs apparently had no evidence of dumping 
beyond a quotation of a price for delivery of cement to Witbank 
in the Transvaal from Delagoa Bay. “ ‘There is no evidence that 
any actual transactions were put through on the basis of the 
quotation referred to.’ The Mozambique Company in its turn 
was apparently ‘‘ invoicing its product to the local distributor 
and sole agent at a lower price ” in Portuguese East Africa than 
the general public was paying, presumably with the object of 
concealing the true domestic value. Nevertheless, a duty was 
applied under the Act of 1923; and the Board of Trade produces 
singularly unconvincing evidence of prices in its report in 
support of its recommendation that the dumping duty should not 


be repealed. 
8 Journal of Industries, Union of South Africa, Vol. VII, 1924. 
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Section 14 of the 1925 Act has partially rectified the position 
by providing for an appeal to the Minister; but it cannot be 
regarded as satisfactory that the investigations and report of 
a single investigating officer in the country of export shall 
constitute the evidence on which duties may or may not be 
imposed. 


9. LIMITATIONS ON THE AMOUNT oF DuTy. 


Limits are applied to both the minimum and maximum rates 
of ad valorem duty that can be levied. In view of the vagueness 
of the evidence concerning domestic value it is»clearly desirable 
to fix a minimum limit of difference between the two prices be- 
fore the regulations may be applied, if much vexatious dispute 
is to be avoided. In this matter it was not until 1925 that South 
African practice fell into line with the Canadian practice since 
1904, of applying the dumping duty only where the difference 
exceeds 5 per cent. of the export price. 

With more caution than logic, the legislation has throughout 
provided for an ad valorem maximum beyond which the dump--° 
ing duty may not be increased. In the 1914 Act the maximum 
rate is 15 per cent. ad valorem; increased in 1923 to 25 
per cent., and in 1925 to 50 per cent. (“‘ one-half of the 
value of the goods for duty purposes’’—section 15 (i)). 
Theoretically such limits are inadimissible if the general policy 
of penalising dumping is accepted; but it cannot be said that 
the fear of imperfect administration which has prompted the 
caution has been unwarranted. 


10. SPEED OF INVESTIGATION AND DATE oF APPLICATION. 


Unless a report that dumping is taking place is immediately 
investigated and a duty applied before the consignment in ques- 
tion is cleared through the Customs, the regulations cannot be 
said to serve the purpose of preventing short-run dumping such 
as may result from the export of casual surplus stocks. Attempts 
to secure such promptitude have invariably aroused a strong 
protest from importers, who fear that an ordinary business 
transaction will be converted by unforeseen government inter- 
ference into a certain loss. From 1914 to 1923 the South African 
legislation was innocuous against most sporadic or short-run 
dumping on account of a clause which required six weeks’ notice 
of the intention to apply a dumping duty proclaimed in the 
Gazette. In six weeks it is possible to rush consignments at 
least ten thousand miles. The only possibility of using the legis- 
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lation against sporadic shipments arose, therefore, in cases 
where they were likely to be intermittent and to re-occur at 
sufficiently short intervals to warrant keeping a proclamation in 
force, with all the administrative expense of checking the 
domestic values regularly throughout. 

An effort has been made in the 1923 and 1925 Acts to increase 
the effectiveness of the legislation in connection with short-run 
dumping, by providing that the duties may be imposed from 
the date of publication of the proclamation in the Gazette. 
Unless the government officials have advance information of the 
impending arrival of ‘“‘ dumped ”’ goods it is still impossible to 
apply the duty to what may be isolated consignments. As an 
example, a dumping duty was proclaimed against Mozambique 
cement on June 2nd, 1924, but the Board of Trade, reporting 
in December 1924 (B.O.T. Report, No. 48), admitted that ‘‘ no 
dumping duty has been collected on Mozambique cement, 
except 13s. gd. collected in June. ... It should be explained 
that 30,200 lbs. of cement were imported in June, of which 
28,200 were cleared on June 2nd before the dumping duty 
became operative.’’ 


II. PERIOD OF OPERATION OF DuMPING DUTIES PROCLAIMED. 


There is no provision whereby anti-dumping regulations en- 
forced against a particular trade cease to operate after a fixed 
term unless specifically renewed, nor does there appear to be 
any regular procedure in the matter. Such references to the 
withdrawal of proclamations as exist in official documents 
usually refer to the fact that no importations have taken place, 
or no duties levied, for a considerable period. Much work is 
thrown on Customs Officials in the checking of prices where 
proclamations are allowed to continue in force without reason. 
It may be argued, on the other side, that the practice serves as 
a warning to importers, and prevents a renewal of dumping. 

The community is prevented from ascertaining the importance 
of dumping duties in South Africa by the absence of any separ- 
ate returns showing the amount of duties collected, the rate of 
duty charged on each consignment, and the extent of dumping 
taking place and actually penalised. It is consequently im- 
possible to form any judgment on the effectiveness of the duties 
in force at any moment, or on the extent of the burden of addi- 
tional taxation and higher prices which is being borne by the 
community in order to prevent detriment to a sectional manu- 
facturing interest. It is only when other interests have been 
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strong enough to secure the reversal of a decision and the re- 
moval of a dumping duty that evidence as to the effect of the 


dumping duties is forthcoming. It is distinctly regrettable 
that such information is not regularly placed before the 
community. 


In Appendix III a list is given of dumping duties applied in 
South Africa, indicating those which have not been withdrawn 
up to the time of writing. 

In addition to provisions against ‘‘ ordinary ’’’ dumping by 
private traders, legislation has also been devised to combat 
dumping resulting not from deliberate discrimination by the 
seller, but from State action or the operation of other conditions 
which have resulted in lower prices for export. 


ce 


12. FREIGHT DUMPING. 


It is curious that the country which is probably more closely 
associated than any other with governmental attempts to frus- 
trate monopoly control of shipping freight rates should at the 
same time place on its statute book legislation which seriously 
hinders the reduction of these rates to a competitive basis, in 
that it operates to prevent the South African consumer and 
importer from benefiting by accepting offers of shipping space 
at less than the ruling freight rates. 

As early as 1911, Bloemfontéin millers complained in their 
evidence to the Union Commission on Trade and Industries 
“that flour was not only dumped by means of a cheaper export 
price, but also by means of freight when steamers require cargo 
to fill up.’’ Legislation against so-called “‘ freight dumping ”’ 
was not introduced, however, till 1923. The Customs Act No. 
23 of 1923 in section 12 (3) empowers the government ‘‘ to de- 
termine a minimum rate of freight ’’ and to levy ‘“‘a special 
customs duty ’’ equal to the difference between this rate and 
the net freight rate paid, whenever the goods are “‘ carried to 
the Union at a rate of freight which, in the opinion of the 
Minister of Finance, is detrimental to the production or manu- 
facture of those goods in the Union.’’ ‘The operation of the 
Act is restricted to goods whose value for duty purposes to- 
gether with marine insurance and freight charges is less than 
£10 per ton. 

The clause was applied in the same year on cement from 
seven European countries, the minimum rate of freight being 
fixed at 17s. 6d. per ton of 2,000 lbs. Unfortunately, no state- 
ment was issued to the public, giving the reasons why the 
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freight rate then ruling was objected to, but a Report (No. 60) 
of the Board of Trade in 1926 showed that over £8,000 was 
collected in freight dumping duty during 1924 on cement from 
the United Kingdom, Belgium, Germany, and Norway, compared 
with only £30 in the first nine months of 1925. ‘The freight 
rate on cement having been effectively prevented from falling, 
the duties were withdrawn in 1926. 

In its Report on Dumping (No. 42) issued in 1924, the new 
Board of Trade rightly described this legislation as ‘‘a very 
arbitrary, unsatisfactory, and unsound method of assisting local 
industries. It is an essentially arbitrary procedure,’’ the Board 
continued, ‘‘ to vest in the Governor-General the fixing of a 
minimum rate of freight, since the determination of freight 
rates in general depends upon a variety of factors to be taken 
into consideration by shipping interests. It is also unsound in 
principle, because the fixing of minimum freight rates (already 
reprehensible in the case of shipping rings) by Governmental 
authority is tantamount to placing a premium on high freight 
rates, whereas it is in the interest of the foreign trade of any 
country to secure the lowest possible shipping rates.” If 
freight rates became so low as to endanger Union industries, 
the Board recommended an increase in the ordinary customs 
duty. 

In view of such a display of economic insight on the part of 
the Government’s advisers in 1924, a new freight dumping 
clause (section 15) in the 1925 Act provided another disappoint- 
ment. ‘The new method is to levy a duty equal to ‘‘ the differ- 
ence between the net freight paid . . . and that which would have 
been payable at the rate prevailing at the date of shipment for 
those classes of goods usually rated for shipping purposes on the 
same basis.’? ‘The effect of such a plan is obviously to make 
the possibility of South Africa ever benefiting from the increase 
of competition in the provision of shipping services more remote 
than ever. In the absence of competition it is possible for trans- 
port enterprises to discriminate in their charges between 
different classes of goods, not merely on a basis of the difference 
in cost of conveying various types of cargo, but on a basis of 
“ what the traffic can bear,’’ i.e. what the elasticity of demand 
enables the monopolist to extort in each case without losing the 
traffic. The process by which competition brings down trans- 
port charges is not by offering lower rates on a class of traffic 
as a whole, but by singling out those commodities in each class 
which are classified on a basis, not of cost of transport, but of 
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what the monopolist is able, in the absence of competition, to 
extort. It is precisely this healthy and beneficial process which 
the new freight dumping clause impedes. 

The one instance of the application of this clause provides a 
classic example of the economic harm which it can inflict on the 
community. It was applied to superphosphates imported from 
Holland on December 23rd, 1927, and from Belgium on March 
oth, 1928. Superphosphates are widely used as fertilisers by 
the farming community and are manufactured (from imported 
materials) in South Africa. In the second half of 1927 a new 
shipping line entered into sharp competition with the conference 
lines, and the freight rate on superphosphates (among other 
commodities) fell from 12s. 6d. per ton (it had been as high as 
20s. a few years earlier) to 5s., fixed as from September 30th by 
the conferences lines. The imposition of the dumping duties 
resulted from an unpublished report by the Board of Trade to 
the Government that, ‘‘ as a result of the current freight war, 
the local superphosphate industry was placed in a very serious 
and precarious position and was practically confronted with the 
necessity of ceasing operations entirely in the near future, unless 
steps were taken to counteract the effect of freight dumping ”’ 
(as stated in B.O.T. Report No. 89, March 15th, 1928). The 
only meaning that this statement can have is that the landed 
price of imported superphosphates had fallen on account of the 
freight dumping. The wheat farmers protested to the Minister 
that the duty had raised the prices of superphosphates, and the 
Board of Trade was instructed to investigate a second time. The 
published report No. 89 will bewilder students of economics. 
It maintains that the freight rate was to be raised on April rst, 
1928, to Ios. a ton as the result of the dumping duties, that 
“the local manufacturers will no doubt be able to carry on 
under the ros, freight,’’ and recommends that the dumping 
duties be withdrawn when the ros. rate is reimposed: but it 
then proceeds to state that the orders for superphosphates were 
placed on c.i.f. quotations before the freight rate fell, with the 
consequence that the landed price was not lower (despite their 
previous report), although the overseas exporters themselves se- 
cured the benefit of the lower freight. The importers had to 
pay dumping duty because the superphosphates were shipped 
at the lower freight rate, but the price they paid was not lower, 
being fixed by contract, and the price to the farmers was raised 
by the amount of the duty. ‘‘ These farmers have been detri- 
mentally affected without the local industry deriving any com- 
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mensurate benefit’? (from the duty). As a result, at the recom- 
mendation of the Board, the importers have actually been re- 
paid the amount of dumping duty levied, on condition that they 
reimburse their customers. But, although no dumping duty is 
at present being levied (so far as can be ascertained without 
published returns), the proclamations have not been withdrawn, 
and the importers may at any time find themselves taxed be- 
cause their suppliers have secured a favourable freight contract. 

Finally, it should be noticed that freight dumping as defined 
in South Africa is not dumping at all, on the basis of the ordin- 
ary definition, since it does not imply that the seller is accepting 
a lower price for export than for identical domestic sales. 


13. “‘ SALES’? DuMPING. 


Where the importer in the receiving country is financially 
linked to the exporting business, or is an agent receiving goods 
“on consignment,’’ the export price assumes the significance 
of a book-keeping entry in a branch-accounting system, and the 
domestic price must then be compared, after suitable adjust- 
ment, with the selling price charged in identical transactions by 
the importer. South African legislation has dealt with cases of 
this description under Art. 35 of 1922 (section 6), and since 1925 
under section 15 of the 1925 Act. 

For the purposes of the 1922 Act the price in South Africa 
is compared with ‘‘ the price at which similar goods are sold 
wholesale in the principal markets of the country of their manu- 
facture for consumption therein, added to the cost of packing 
and packages, the free on board charges and the cost of the 

freight from the port of shipment,’’ and the difference is levied 
as a special duty. It will be noticed that no mention is made of 
ordinary customs duty. If the ordinary duty levied were paid 
in whole or in part by the exporter, the consignment was not on 
that account liable to dumping duty, although the net price 
received on export sales would then be lower than on domestic 
business. 

Since 1925 the definition of sales dumping has been amended 
in a most significant way, for if the price at which imported 
goods are sold in South Africa does not include the full duty to 
which they are subject under the ordinary customs tariff, a 
dumping duty may be imposed. The comparison of the price in 
South Africa is now made with ‘‘ the domestic value thereof plus 
the extra cost of packing and packages for export, inland car- 
riage, sea freight, insurance and all the charges to that port, 
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including landing and delivery charges and any duty (other than 
a dumping duty) payable under this Act or any amendment 
thereof.’? No longer will it be possible, if this Act is systema- 
tically enforced, for protectionists in South Africa to argue that 
customs tariffs do not raise prices! The duty has been applied 
to rubber heels and rubber hose from Canada and the United 
States. 


14. EXCHANGE DuMPING. 


The stimulation to exports caused by the steady and continu- 
ing depreciation of European currencies during the post-war 
years produced a curious result in that, in spite of selling policies 
on the part of exporting manufacturers in the countries con- 
cerned which were in all probability the very reverse of “‘ dump- 
ing,’’ the customs policy of the South African Governments 
since 1922 has been to describe the phenomenon as dumping, and 
to levy special duties calculated in most arbitrary fashion. The 
increase in export trade as the currency of the countries in 
question depreciated was of course due to the fact that the 
external value of the currency fell more rapidly than its internal 
value, i.e. that the price of goods in the country did not rise 
sufficiently to offset completely the fall in the exchange. Manu- 
facturers found that although they charged much higher prices 
in their own currency for the goods for export than they did for 
sale in the home market—i.e. that although ‘‘ reverse dumping ”’ 
took place—their export trade boomed. In consequence the term 
‘exchange dumping ’’ is probably in almost all cases a mis- 
nomer. 

The Act of 1922 contained the first provision against exchange 
dumping, which remained in force until superseded by the Act 
of 1925. The first method used (section 5) was as arbitrary as 
the first provision against so-called freight dumping, which has 
already been examined : a rate of exchange was to be determined 
from time to time by the Governor-General and the goods re- 
valued on that basis, the difference between that value and the 
value actually charged to be levied as “‘ a special or exchange 
duty.’? Differences of less than 10 per cent. from the price of 
similar commodities from countries with an exchange rate which 
had not depreciated were not to be charged (section 5 (1) ), and 
the exchange duty was limited to 50 per cent. of the value of the 
goods. The unsatisfactory features of such a scheme need not be 
dwelt upon : six weeks’ notice of intention to levy the duty had to 
be given, the arbitrarily selected rate of exchange was conse- 
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quently out of date before it was applied, the rate was not altered 
to keep pace with changing conditions, and as the exporting 
countries gradually succeeded in stabilising their currencies at a 
new parity and prices adjusted themselves to it, the rates of 
duties became simply prohibitive. Such duties were enforced 
against Italian and Belgian asbestos-cement sheets from 1924 till 
1929, against Belgian cement and superphosphates from 1924 to 
1926, and against asbestos-cement sheets from Jugo-Slavia and 
France from 1925 to 1929. Without information as to the amount 
of duty collected it is not possible to hazard a guess at the 
extent of the arbitrary interference with trade that must have 
resulted. 

The Act of 1925, which embodied the suggestion of the new 
Board of Trade, defines exchange dumping in a manner which 
is not much more satisfactory. The dumping duty to be levied 
is now ‘‘ the difference between the export price of the goods in 
question and the export price of goods of the same class or kind 
imported into the Union, from countries, the exchange value of 
whose currency in relation to Union currency is not depreciated 
by more than 5 per centum, and from which such goods on 
importation are not otherwise liable to any dumping duty in 
terms of this section.’’ The maximum limit of 50 per cent. of the 
value of the goods is retained, but the minimum difference below 
which a dumping duty may not be levied has disappeared. The 
theoretical objections to a policy of assessing the value of the pro- 
ducts of one country, which may possess very special advantages 
for that trade, by comparison with the value of those from other 
countries, are not great in themselves if we assume a free market, 
absolutely comparable goods produced on an appreciable scale 
in several countries, and conditions which will secure one market 
price, but the application is another matter. In South Africa 
it has at times been difficult to find a country without a depre- 
ciated currency, but with a current export business to the Union 
in the commodity concerned and against which no dumping duty 
was at the time in existence. For example, when an attempt 
was made to calculate the amount of exchange dumping of cement 
from Belgium in 1926 (B.O.T. Report No. 60), the only country 
against which no dumping duties were already in force was the 
United States. The Board of Trade secured a cabled quotation 
from New York for delivery of cement to South Africa, compared 
with which the amount of Belgian dumping worked out at 83 
per cent. of the value, as the result of which a new exchange 
dumping duty was proclaimed as from 1926, the maximum rate 
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of 50 per cent. apparently operating. A similar duty was levied 
against Jugo-Slavia. It is not stated whether the United States 
was actually selling cement to South Africa at the price quoted ; 
but the method of assessing the duty is clearly most unsatisfac- 
tory and arbitrary. It is to be hoped that no further need will 
arise to apply this particular provision. 


15. ANnTI-Bounty DUTIES. 


The countervailing duties against bounties for which provision 
has been made in South African legislation since 1914, under 
section 8 (2) of Act 26 of 1914 and subsequently under section 
15 of Act 36 of 1925, are sufficiently described in the abstracts 
from the legislation given in Appendix I, and require no further 
elucidation here, for the provisions have never yet been applied. 
But the theoretical position should be briefly considered. The 
fact that an exporter secures a bounty, bonus, rebate or subsidy 
on exports does not necessarily imply that the amount received 
is used to lower his export price as compared with his domestic 
price, and unless that is established dumping is not proven. 
The manufacturer may utilise the bounty to reduce all his prices 
equally, to effect improvements, or pay extra dividends, or for 
any purpose. The bounty is in fact only one instance of unequal 
benefit by different producers from national expenditure. A 
better quality road than the average is as much a bounty as a 
grant of money from the State exchequer, but its value cannot 
easily be assessed for purposes of duty! If dumping is alleged 
as the result of a bounty, the facts should be ascertainable in the 
ordinary way; and the ordinary dumping legislation can be 
applied to the extent to which dumping is proven. There can be 
no need or justification for special anti-bounty duties in addition. 


16. CONDITIONS FOR APPLYING ANTI-DUMPING LEGISLATION. 


It must surely have always been clear to legislators that the 
acceptance of goods from sellers in other countries at prices lower 
than those charged in the country of origin is not always to be 
condemned as either immoral or uneconomic. Legislation in 
South Africa has defined conditions under which alone the anti- 
dumping regulations may be applied. In the 1914 Act it is only 
necessary that the goods should be ‘“‘ of a class or kind made or 
produced in the Union.’’ In consequence the whole South African 
community might be deprived of the benefits of lower prices 
simply because someone in the Union was producing the same 
class of goods on any scale, irrespective of whether even his 
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interests were being injured. Tremendous power to injure the 
community was in this way entrusted to the administrators of 
the legislation. The later legislation restricted the discretion 
a little further: under the 1922 Act the importations must be 
‘“ at prices which are detrimental to South African industries ”’ 
and ‘‘ an industry in the Union .. . (must be). . . likely to 
be seriously affected,’’ and the 1923 Act may be applied where 
‘* detriment may, . . . in the opinion of the Minister of Finance, 
result to a Union industry.”’ 

From all these conditions applied before 1925 the most funda- 
mental economic safeguard is missing. The investigators and 
administrators are nowhere charged to consider whether the im- 
portations are detrimental to the South African community as a 
whole. It is sufficient that the importation is likely to be detri- 
mental to a sectional interest—a Union industry—a principle 
which if consistently applied might prove sufficient to prevent any 
further economic progress. The possibility is ignored that the 
sectional interest of a manufacturer may not coincide with that 
of the consumer. A change was made in 1925 which aroused 
great hopes: under section 15 a prior investigation and report 
is to be made by the Board of Trade before a duty can be applied, 
and the Minister must be satisfied not only that detriment may 
result to a Union industry but also ‘‘ that it would be in the 
public interest ’’ to impose a duty. But actual results have not 
confirmed expectations. 

That this general criticism has weight is evident from several 
examples of the application of the dumping duties, in which, 
judging from official reports, the authorities have concerned them- 
selves solely with such questions as the size to which the local 
industry might expand if all competition were withdrawn, the 
possibility of its satisfying the whole demand of the country, 
irrespective of whether the cost of production would remain at the 
competitive level or the problem of ensuring that selling prices 
would continue to bear the same relation to costs. Wrapping 
paper, cement, superphosphates, and wire nails are outstanding 
examples. In the case of an article in as universal and con- 
tinuous demand as Wrapping Paper (B.O.T. Report No. 41), a 
dumping duty was applied against Canadian and Swedish sup- 
plies on September 12th, 1924, when the only factory in the 
Union, near Johannesburg and one thousand miles from Cape 
Town, employed normally only fourteen white men (three when 
the report was written), possessed unsuitable plant, which could 
not be reconstructed in less than six months after new capital had 
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been found, and at best was designed to produce only 150 tons 
per month maximum production, at a time when the Union 
requirements were estimated (without reference to price) at 400 
tons per month. The factory already enjoyed a protective tariff 
of 54d. per lb., and the effect of the dumping duty as reported 
‘‘ will be to divert the trade from these countries to other com- 
petitors, chiefly Germany, Norway, and Finland.”’ 

The case of cement has greater importance and illustrates 
different economic conditions (see B.O.T. Reports No. 48 and 
60). Of the fifty-two proclamations listed in Appendix II re- 
ferring to the promulgation or withdrawal of dumping duties, 
twenty-eight relate to cement and asbestos-cement sheets, which 
have been the subject of ordinary, exchange, and freight dump- 
ing duties imposed against importations from thirteen different 
countries. With the exception of one factory at De Hoek in 
Cape Province, the Union cement works are all in the interior. 
The Board of Trade reports that ‘‘ even if the whole of the im- 
portations ceased, the local industry would be able to supply 
the Union’s demands ”’ (but no reference is made to elasticity 
of demand with falling price). The importance of low-priced 
cement in a country where building costs are high and immense 
constructional schemes must be undertaken, in connection with 
irrigation dam and railway development, need not be empha- 
sised. The customs duty is 1s. minimum per 400 lbs. on cement, 
and 20 per cent. minimum on asbestos-cement manufactures. 
There has always been keen competition from overseas in the 
coastal markets, and the internal factories have been able to 
compete by virtue of three conditions : 


(x) the freight charges from European and North American 
ports, and the customs tariff ; 

(2) favourable railway rates from their factories to the coast; 

(3) the monopoly hold they have oyer the internal markets, 
on account of higher railway rates on imported cement to the 
interior, which have enabled them to charge high prices in the 
internal South African markets, and consequently to ‘‘ dump ”’ 
at the coast. After the war a company secured the monopoly of 
the right to manufacture cement in Mozambique, behind a high 
tariff, and came to the relief of the Rand apparently by utilis- 
ing their monopoly power to charge high prices in Mozambique 
and ‘‘ dump ”’ supplies in the Transvaal market at lower prices 
than the South African producers were charging. ‘The Board of 
Trade, having satisfied themselves that the Mozambique cement 
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was being dumped, a dumping duty was imposed, without any 
consideration having been given (judging by Report No. 48) to 
the fundamental questions 


(1) whether the policy of discriminating charging adopted by 
the Union producers of cement, possessing as they did a large 
degrée of monopoly control, was in the general interest ; 

(2) whether the detriment to the internal users of cement, 
caused by the higher prices, does not outweigh the detriment to 
the cement industry caused by the loss of its power to dis- 
criminate. 


It seems incredible that on a weighing-up of the situation the 
sectional interests of the few persons engaged in producing 
cement can be reasonably regarded as of greater national im- 
portance than the provision of such a commodity at the lowest 
possible prices. 

The conclusion must be that in the administration of this 
legislation the interests of the South African community as a 
whole have not been sufficiently before the investigators whose 
duty it is to make recommendations. Alfred Marshall might 
indeed have foreseen South African experience when he wrote 
of dumping duties: ‘‘ Neither experience nor general reasoning 
afford any good ground for supposing that such special taxes 
would be so managed as to effect their purpose well’’ (Money, 
Credit and Commerce, page 209). In all its investigations the 
Board of Trade ought to have access to, and should utilise, the 
special experience of all sections of the community. When an 
investigation is to be made, ample notice should be given in the 
Press and evidence invited from the general public. Evidence 
should be taken in public and reports should, without exception, 
be published. The procedure of the Canadian Tariff Advisory 
Board might in fact be followed. It does not, however, appeal 
to the South African Board of Trade. ‘‘ In South Africa the 
Board takes all evidence in camera, but, whenever supplementary 
evidence appears to be desirable, inquiries are addressed to 
parties who may be affected by the favourable consideration of 
any particular application. On the whole, this method appears 
to have given generally satisfactory results.’ If this paper 
has shown anything, it is that the results have been far from 
‘« generally satisfactory.”’ The investigating Board cannot be 
relied upon to suspect the existence of, and to seek out, the 
additional evidence which may cause it to vary its conclusions. 

An opportunity also exists for improving the efficiency of 
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actual administration by taking more complete advantage of 
membership of the British Commonwealth. Governmental rela- 
tions between the sister nations of the Commonwealth are 
characterised by greater intimacy than is unfortunately yet 
attainable by the governments of independent foreign countries. 
Where similar legislation is being administered in more than 
one part of the Commonwealth much could be gained by schemes 
for pooling systematically the experience acquired in each for 
the benefit of all. The seconding of technical officers from one 
administration to another is a possibility which has much to 
commend it where administrative procedure need not be con- 
cealed, but where the opportunities for securing mutual benefit 
are great. 


17. Is at. DUMPING HARMFUL ? 


Subject to the conditions explained in the last section, the 
South African legislation may be applied against all instances 
of dumping. Yet it is generally recognised that long-run dump- 
ing, either continuous or recurring with such regular periodicity 
that it can be relied upon to continue, benefits the community 
receiving the dumped goods; while the administrative difficul- 
ties in the way of arresting in time isolated consignments of 
casual surplus stocks which may be dumped are almost always 
too great to make the attempt worth while. Every producing 
business is faced from time to time with sales of surplus stocks 
by its home competitors, and has to weigh up the case for buy- 
ing them up or letting the public secure them. 

There remains the class of intermittent dumping which does 
not recur with sufficient regularity to enable the community to 
rearrange its production on the basis of allowing for it, and 
which consequently causes temporary dislocation to local pro- 
duction. It may result simply from the desire of producers in 
times of depression in foreign countries, where prices are main- 
tained above the competitive rate (as for instance behind a 
tariff), to sell abroad, at the best price they can get, such of 
their output as cannot be disposed of at home without ‘‘ spoil- 
ing the market.’’ On the other hand it may have behind it the 
predatory motive of maintaining a hold on the foreign market in 
the face of new competition, or of cutting out existing manufac- 
turers in the foreign market with the object of raising prices after 
the competition has been killed. 

Three observations can be made about such dumping. In the 
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first place, the existence of ‘‘ predatory’? dumping is very 
greatly exaggerated. Very few, if any, groups of producers 
have so complete a monopoly of world supplies that they would 
be able after dumping to raise the price at which an importing 
country can cover its requirements. This is particularly true of 
a country, like South Africa, so situated that no one large 
exporting group in one country has the advantage of proximity 
over other competitors in the South African market. Secondly, 
it is not the motive of the dumper, but the economic effect of 
the dumping, which may be harmful, and attempts to avoid the 
harm must apply equally against all forms of dumping which 
have these ill-effects, whether predatory in intent or not; just 
as, on the other hand, they should leave untouched all dumping 
which is not harmful to the community as a whole. 


18. THe PROBLEM NOT SIMPLY INTERNATIONAL. 


This leads one to the third point. If, as we have seen, the 
harm caused by dumping consists entirely in the dislocation 
and loss that it may cause to producers, and if interference to 
prevent it is desirable in those cases where the gain to the com- 
munity from lower prices cannot be regarded as adequate com- 
pensation, then any measures adopted should cover such cases 
of dumping by manufacturers and sellers within the national 
boundary as well as those from outside. The harm caused is 
identical. "The Port Elizabeth jeweller who gave evidence in 
1908 was concerned with stopping dumping as much from Cape 
Town as from overseas. One of the criticisms that can perhaps 
be made against Professor Viner’s work on this subject is that 
he treats dumping almost entirely as an international problem, 
and consequently does not so effectively eradicate the popular 
impression that it is only when foreign sellers are concerned 
that harm results and interference is desirable. “Alfred Mar- 
shall wrote wisely : ‘‘ It is obvious that international dumping 
is more likely when once detected, to be proclaimed aloud: it 
seems probable, therefore, that domestic dumping is at least as 
large in the aggregate as international, though opinions differ 
greatly as to the extent of each : and it is certain that the main 
incentives to dumping, and the technical problems raised by it, 
are substantially the same in domestic and international trade.””” 
Certainly predatory dumping occurs much more frequently in- 
side a tariff wall than in international trade, for a protective 


9 Marshall: Money, Credit and Commerce, page 209. 
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tariff enormously simplifies the formation by sellers of rings 
for the purpose of raising prices, and the monopolist group 
which wishes to fix prices will concentrate on removing local 
competitors, local dumping being one method of achieving that 
object. The country which applies anti-dumping legislation 
against international dumping without making equally strenu- 
ous efforts to restrain its own nationals from indulging in the 
same objectionable practices lays itself open to the charge of 
pursuing a crude protectionist policy in the interest of a 
favoured section of its population, or of permitting evil deeds 
against the community only when its own nationals are the 
miscreants! "The United States of America, for example, has 
at least passed legislation in the form of section 2 of the Clayton 
Act of 1914 to make discriminating charging illegal within the 
United States. The wording, though perhaps questionable, is: 


‘* That it shall be unlawful for any person engaged in com- 
merce, in the course of such commerce, either directly or in- 
directly to discriminate in price between different purchasers 
of commodities, which commodities are sold for use, con- 
sumption, or resale within the United States or any territory 
thereof or the district of Columbia or any insular possession 
or other place under the jurisdiction of the United States, 
where the effect of such discrimination may be to substan- 
tially lessen competition or tend to create a monopoly in any 
line of commerce: Provided, that nothing herein contained 
shall prevent discrimination in price between purchasers of 
commodities on account of differences in the grade, quality, 
or quantity of the commodity sold, or that makes only due 
allowance for difference in the cost of selling or transporta- 
tion, or discrimination in price in the same or different com- 
munities made in good faith to meet competition: And pro- 
vided further, that nothing herein contained shall prevent 
persons engaged in selling goods, wares, or merchandise in 
commerce from selecting their own customers in bona-fide 
transactions and not in restraint of trade.’’ 


It would seem to be only reasonable to expect of a community 
that insists on checking the evils of international dumping that 
it should at least consent to similar regulation of its own busi- 
ness conduct. The South African Board of Trade, in its Report 
No. 73 of 1926 on Business Practices and Public Regulation, 
made no recommendations in this connection. 
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; It should not be overlooked that dumping is also an estab- 
lished policy of South African producers, to a large extent on 
account of special government assistance. The most clear case 
of dumping, in the ordinary sense of the term, is by the sugar 
industry; but elaborate discrimination in railway rates for 
export consignments operates as a bounty on the export of agri- 
cultural produce of all kinds, and special legislation has provided 
for bounties on meat exports, all of which might on investigation 
reveal price discrimination between home and export markets. 
The case of sugar deserves special mention. The industry 
enjoyed in 1929 a protective duty of 8s. per roo lbs. on sugar 
other than candy, loaf, castor, icing, and cube sugar, on which 
the duty is gs. per 100 lbs. Production has grown from 82,000 
tons in 1910 to 242,000 tons in 1926-7 and nearly 300,000 tons 
in 1928-9, and well over a quarter of the product is exported. 
The industry has a virtual monopoly of the South African mar- 
ket, imports during the last few years averaging less than 2 
per cent. of the production. The distribution of the crop is 
arranged by a Crop Disposals Committee for the whole industry. 
The price received by the producers has been fixed by the Board 
of Trade in 1926 on domestic sales at £25 per ton for first 
refined sugar, and maximum retail prices have also been fixed 
at the ports. The exported sugar is sold at world prices, and 
below average cost of production, the average price realised in 
1925-6 for refined sugar being £14 per ton and for cargo sugar 
under £11. The industry finds itself in consequence subject to 
attack from two sources; on the one hand overseas producers of 
sugar occasionally find it possible to dump surplus stocks over 
the tariff into the South African market, so that the sugar 
industry actually petitions for a dumping duty in addition to its 
protection, and on the other hand the South African public 
is becoming more and more alive to the existence of a monopo- 
listic control of supply, which fixes the selling price to South 
Africans high above the price at which South African sugar is 
sold for export. It is not even certain that the quantity allocated 
for sale on the South African market is fixed at the point which 
brings the maximum monopoly profit. The elasticity of demand 
is possibly such that a larger allocation of the total production 
to the home market would produce a greater aggregate revenue. 
From the point of view of the domestic consumer, as Professor 
Viner has shown, the dumping of produce by a monopolist group 
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of producers is not necessarily harmful in that he may not be 
worse off than he would otherwise be under the same monopoly 
conditions. ‘The producers fix the amount which will be offered 
for sale on the domestic market at the point which will yield 
maximum net return, and if the industry is subject to decreasing 
costs as output rises it may be profitable to dump the surplus 
overseas, even at prices below average cost of production, pro- 
vided that the reduction in aggregate costs at least covers the 
apparent loss on the export sales. Prohibition of dumping would 
not benefit the home consumer unless it then paid the produc- 
ing group to sell a larger output at home at a lower price and 
smaller aggregate return, rather than reduce output to the 
previously fixed amount for sale in the domestic market and 
incur the higher productive costs per unit. A mathematical 
investigation by T. O. Yntema into the influence of dumping on 
monopoly price (Journal of Political Economy, December 1928) 
apparently yields the interesting conclusion that, while the 
dumping of casual surpluses will always mean the maintenance 
of higher prices to domestic consumers, in the case of permanent 
dumping there is, given the continuance of the monopoly, a 
probability that under decreasing marginal costs domestic con- 
sumers may tend to benefit by lower prices. The obvious con- 
clusion is that the monopoly -conditions should be removed 
wherever possible, particularly where created by a customs tariff. 
Thus, although there may be little benefit from prohibiting 
dumping and forcing export prices up to the domestic level, there 
is a strong case when the power to dump presents itself for 
attempting to remove the monopoly conditions at home by reduc- 
ing the import tariff and encouraging competition generally, in 
order that domestic prices may be reduced gradually to the world 
level. To illustrate from a particular case, if a sugar industry 
pursues a selling policy of dumping part of its output in the 
export market, the interests of the community as a whole require, 
not the imposition of dumping duties, but the gradual withdrawal 
of part of the protection which makes dumping possible. 
Professor Viner *° himself in maintaining his proposition that 


10 Memorandum on Dumping; League of Nations, II Economic and 
Financial; 1926. II, 63, pp. 7-8. ‘‘ It is often alleged that dumping results 
in higher prices to domestic buyers, but, with the unimportant exception 
of casual sales at dumping prices of overstocks of goods already produced, 
there is little probability that such can ordinarily occur to any significant 
degree if the producers charge to domestic buyers, whether dumping is 
practised or not, the price which will yield them the maximum net return. 

To the proposition just stated, however, there is one important excep- 
tion. Where raw materials or half-manufactured products are exported at 
dumping prices, there may’ be serious injury from the dumping to more 
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dumping may not injure the domestic consumer where marginal 
costs are decreasing, treats as an important exception what is 
in fact only the most obvious case of the harm that a sectional 
monopoly does to the rest of the community. He refers with 
approval to the policy practised by dumping industries of supply- 
ing other manufacturers, who utilise the dumped product as a 
raw material in their own export industry (e.g. sugar used by 
manufacturers of jams and preserves for export), with consign- 
ments at the export price, in order that overseas competitors may 
not secure an advantage. ‘Io the extent to which such concessions 
are made, the monopolist seller forgoes his monopoly profit on 
the sales that would have taken place at the full domestic price. 
Against this loss he may set off the increase in his share of 
the world market for his type of product which arises from the 
increased use of it as a raw material in an export. But the 
possibilities of expanding his sales at world prices are not con- 
fined to the making of concessions to those export industries that 
happen to utilise his product as a raw material at first hand. 
The price that he charges for his product enters indirectly into 
the production costs of many other constituent raw materials of 
other export industries, and the case for selling at the world price 
may be no less strong in each of these. Probably the concessions 
which are made can be attributed to two main facts: the seller 
thereby makes sure of part of the highly competitive world 
market, and secondly he avoids the popular indignation which his 
differential prices would be almost certain to arouse in such cases, 
the burden of the higher domestic charges being more obvious 
than usual to the general public. 


20. Errect or AntTI-DUMPING REGULATIONS ON FOREIGN 
RELATIONS. 

One other aspect deserves mention. The fact that South Africa 
(against the interests of her own population) allows (and en- 
courages by protection and other State intervention) the monopoly 
conditions to continue in which dumping is profitable to her own 
producers undoubtedly encourages foreign governments to apply 
counter-measures and to retaliate: and retaliation makes the 
position worse generally for the South African community as a 
whole. 


advanced domestic industries, which, though they pay the full domestic 
prices for their materials, must nevertheless compete in foreign markets 
with the products of foreign rivals manufactured from materials purchased 
at the dumping prices.’’ In such cases Professor Viner would prohibit 
dumping unless domestic buyers using the product as a raw material in 
manufactures for export receive supplies at the lower price. 
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The question assumes added importance in the case of a 
country whose government is desirous of entering into most- 
favoured-nation agreements with foreign governments. The 
form of anti-dumping regulations requires that the countries 
against which the regulation applies be specifically named in the 
proclamation, and the question arises whether the grant of 
most-favoured-nation treatment to a country does not prevent 
discrimination against that country in the event of proof of 
dumping by its exporters. The question must be left to the 
international jurists and those responsible for the negotiation 
of trade agreements to decide, but the implications to South 
Africa cannot be neglected. 


APPENDIX I. 


(a) THE Customs TarirF Act, 1914. (Act No. 26 of 1914.) 


Section 7. ‘* Definition of value on which ad valorem duties 
are to be paid.”’ 

‘‘ For the purpose of estimating the amount of customs duty 
whenever levied on goods ad valorem and for the purpose of the 
declarations and oaths which may at any time be required by 
law or regulation in relation to the question of such duty the 
value for purposes of duty of those goods shall be taken to be 
the true current value for home consumption in the open market 
of similar goods in the principal markets of the country from 
which and at the time at which, the goods were imported, in- 
cluding carriage to the port of shipment and the cost of packing 
and packages, but not including agents’ commission when such 
commission does not exceed five per cent. : Provided that in no 
case shall the value for purposes of duty, as in this section de- 
fined, be less than the cost of the goods to the importer at the 
port of shipment.”’ 


Section 8. ‘‘ Dumping and Countervailing Duties.” 


“Anything to the contrary notwithstanding in this Act con- 
tained, the following provisions shall be in force in respect of 
the charging, levying, collection and payment of customs duty : 

(x) In the case of goods imported into the Union of a class 
or kind made or produced in the Union, if the export or actual 
selling price to an importer in the Union be less than the true 
current value (as defined in this Act) of the same goods when 
sold for home consumption in the usual and ordinary course in 
the country from which they were exported to the Union at the 
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time of their exportation thereto, there may, in addition to the 
duties otherwise prescribed, be charged, levied, collected and 
paid on those goods on importation into the Union special cus- 
toms duty (or dumping duty) equal to the difference between 
the said selling price of the goods for export and the true cur- 
rent value thereof for home consumption as defined in this Act: 
Provided that the special customs duty (or dumping duty) shall 
not in any case exceed fifteen per cent. ad valorem. 

(2) When a bounty is granted in the country of origin on any 
goods, of a class or kind made or produced in the Union, an 
additional customs duty equal to the amount of such bounty 
may be charged, levied, and collected upon the importation of 
those goods into the Union. 

(3) The goods in respect of which there may be charged, 
levied and collected any special (or dumping) customs duty 
under sub-section (1) or any additional customs duty under sub- 
section (2) shall be from time to time determined by the 
Governor-General and notified by him by proclamation in the 
Gazette, together with the date as from which such his deter- 
mination shall take effect : Provided that such date shall not be 
less than six weeks after the publication of the proclamation.”’ 

Section 9. ‘‘ Commissioner to determine values in cases of 
special difficulty.” 

“Whenever goods are imported into the Union under such 
circumstances or conditions as render it difficult to determine 
the value thereof for purposes of duty because ’’—(here follows 
list of difficult cases)—‘‘ the Commissioner may determine the 
value of those goods for purposes of duty, and the value so 
determined shall, unless otherwise provided, and subject always 
to the right of appeal to the Minister, be the value upon which 
the duty on those goods shall be computed and levied.’’ 


(b) Customs AND Excise Dutizgs AMENDMENT AcT, 1922. (Act 
No. 35 of 1922.) 


Section 5. ‘‘ (1) Anything to the contrary notwithstanding in 
the Customs Tariff Act, 1914, or any amendment thereof, or in 
this Act contained, the following provisions shall be in force in 
respect of the charging, levying, collection and payment of 
customs duty: 

Where in the case of goods imported into the Union of a class 
or kind produced or manufactured in the Union, the exchange 
value of the currency of the country of origin or export of any 
such goods is depreciated and, by reason of such depreciation, 
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goods are being imported into the Union at prices which are 
detrimental to South African industries, the Governor-General 
shall, from time to time, determine the rate at which the cur- 
rency of the country of origin or export of goods imported into 
the Union shall be converted into the currency in force in the 
Union, and the rate so determined shall be declared by him by 
proclamation in the Gazette. ‘The difference between the free 
on board value of the goods as charged to the importer and the 
free on board value at the rate determined and declared as afore- 
said by the Governor-General shall, in addition to the duties 
otherwise prescribed, be charged, levied, collected and paid on 
those goods on importation into the Union as a special or 
exchange duty: Provided that the special or exchange duty 
shall not in any case exceed fifty per cent. of the value so 
determined: Provided, further, that when the free on board 
price of a proclaimed commodity— 


(i) when invoiced in the currency of the country of export 
and converted into Union currency at the rate of exchange 
current at the time of import into the Union: or 

(ii) when invoiced in Union currency— 


is within ten per cent. of the export free on board price of a like 
commodity imported into the Union from countries whose ex- 
change rate in relation to Union currency is not depreciated, 
then the provisions of this paragraph shall not apply. 

(2) A proclamation issued under sub-section (1) of this section 
shall not have force or effect until six weeks after its publica- 
tion in the Gazette. 


Section 6. Whenever any goods are being sold or offered for 
sale in the Union for an amount which is less than— 


(i) the price at which similar goods are sold wholesale in 
the principal markets of the country of their manufacture for 
consumption therein; added to 

(11) the cost of packing and packages, the free on board 
charges and the cost of the freight from the port of shipment 
in such country to the port of entry in the Union, 


and by reason of such sale or offer for sale an industry in the 
Union is likely to be seriously affected, the Governor-General 
may by proclamation in the Gazette declare that there shall be 
charged, levied, collected and paid on such goods on importa- 
tion into the Union from that country, in addition to the cus- 
toms duties otherwise prescribed, a special customs duty equal 
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to the difference between the said price plus the costs and 
charges aforesaid and the amount at which such goods from 
that country are being sold or offered for sale in the Union.” 


(c) CustoMs anp ExcisE Duties AMENDMENT AcT, 1923. (Act 
23 of 1923.) 


Chapter IIT. General. 


“12. Paragraphs (1) and (3) of section eight of the Customs 
Tariff Act, 1914, are hereby repealed, and the following para- 
graphs (1), (3) and (4) are substituted therefor : 

(1) In the case of goods imported into the Union of a class 
or kind produced or manufactured in the Union, if the export 
selling price, free on board, to an importer in the Union be less 
than that at which the same goods are sold for home consump- 
tion in the usual and ordinary course of trade, in the principal 
markets of the country of export, at the time of shipment, plus 
the free on board charges, and detriment may thereby, in the 
opinion of the Minister of Finance, result to a Union industry, 
the Governor-General may by proclamation in the Gazette, de- 
clare that there shall (whether or not any other customs duty is 
payable thereon) be charged, levied, collected and paid on those 
goods on importation into the Union a special customs duty (or 
dumping duty) equal to the difference between the said selling 
price to the importer and the price at which the goods are sold 
for home consumption as aforesaid, plus the free on board 
charges: Provided that the special customs duty (or dumping 
duty) shall not, in any case, exceed twenty-five per cent. ad 
valorem. 

(3) When any goods of which the value as defined by section 
seven of this Act, or any amendment thereof, added to the 
marine insurance and freight charges, does not exceed £10 per 
ton and which are of a kind or class produced or manufactured 
in the Union, have been or are being carried to the Union at a 
rate of freight which, in the opinion of the Minister of Finance, 
is detrimental to the production or manufacture of those goods 
in the Union, the Governor-General may by proclamation in 
the Gazette (which may, at any time, by proclamation, be 
amended or withdrawn), determine a minimum rate of freight 
for the carriage of the goods specified from any country named 
in such proclamation, and there shall be charged, levied, col- 
lected and paid on those goods on importation into the Union 
from any country so named a special customs duty (or dumping 
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freight duty) equal to the difference between the net freight rate 
paid, or to be paid, and the rate determined as aforesaid. 

(4) A proclamation issued under paragraph (1) or (3) of this 
section shall not have force or effect in respect of goods exported 
from the country named therein, prior to the date of publication 
thereof in the Gazette. 


13. Whenever for the purposes of estimating the amount of 
customs duty payable in respect of any goods, it is necessary, 
in terms of section seven of the Customs Tariff Act, 1914, or 
of any other law, to determine the true current value for home 
consumption in the open market of similar goods in the prin- 
cipal markets of the country from which and at the time at 
which the goods were imported and the Commissioner has any 
doubt as to the correctness of the certificate of such value given 
by the manufacturer or supplier in the country of export, a 
written certificate, signed by a person in that country specially 
designated by the Commissioner of Customs, certifying such 
value shall, for the purpose of assessing the amount of customs 
duty or any other duty payable on such goods and all other 
matters incidental to such purpose, be accepted as conclusive 
evidence of such value.”’ 


(d) Customs TaRIFF AND Excise DutiES AMENDMENT ACT, 
1925. (Act 36 of 1925.) 
Repeals, inter alia, Act 26 of 1914, Act 35 of 1922, sections 
1 and 3-9, Act 23 of 1923, sections I-4, I2-I5, 17, 18. 


“ Chapter II. Dumping. 

15. (1) Whenever after investigation and report by the Board 
of Trade and Industries, the Minister is satisfied that goods 
which are of a class or kind produced or manufactured in the 
Union have been or are being exported to the Union— 

(a) at an export price which is less than the domestic value 
thereof plus the extra cost of packing and packages for export, 
carriage to the port of shipment, and all other expenses inci- 
dental to placing the goods on board ship ready for export to 
the Union; or 


(b) at an export price, which owing to the depreciated ex- 
change value of the currency of the country in which the goods 
were produced or manufactured or from which they were ex- 
ported, is less than the export price of goods of the same class 
or kind imported into the Union from countries the exchange 
value of whose currency in relation to Union currency is not 
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depreciated by more than five per centum, and from which such 
goods on importation are not otherwise liable to any dumping 
duty in terms of this section; or 


(c) at a rate of freight lower than the rate prevailing at the 
date of shipment for those classes of goods usually rated for 
shipping purposes on the same basis, or at ballast rates of 
freight, or freight free, or that by reason of the granting of 
rebates, refunds, or other allowances the net amount of freight 
payable is lower than that prevailing at the date of shipment ; or 

(d) that they are being sold or offered for sale at a port of 
entry in the Union in the usual and ordinary course of trade for 
an amount which is less than the domestic value thereof plus 
the extra cost of packing and packages for export, inland car- 
riage, sea freight, insurance and all charges to that port, in- 
cluding landing and delivery charges and any duty (other than 
a dumping duty) payable under this Act or any amendment 
thereof ; or 

(e) that a bounty has been or will be granted in respect of 
such goods in the country in which they were produced or manu- 
factured or from which they were exported, by way of a bonus, 
rebate, subsidy or otherwise, whether granted by a Government 
or other authority or person; and is further of opinion that 
detriment may from one or more of the above causes result to an 
industry within the Union, and that it would be in the public 
interest to impose in respect of such goods a dumping duty, the 
Governor-General may by proclamation in the Gazette notify 
the class of goods and declare that one or more of the dumping 
duties enumerated in sub-section (2), and set forth in such 
proclamation, shall be levied upon goods of such class on im- 
portation into the Union from a country or countries named in 
the proclamation ; and from and after the date of publication of 
such proclamation in the Gazeite such dumping duty or duties 
shall, in addition to any other duties payable thereon, be 
charged, levied, collected and paid on goods so notified on im- 
portation into the Union from the countries named: Provided 


that— 


(i) no dumping duty or duties shall be imposed in respect 
of goods shipped to the Union from the country named in the 
proclamation prior to the date of publication thereof in the 
Gazette, and 

(ii) such duty, or where there is more than one form of 
dumping, the total of such duties, shall not exceed one-half 
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of the value of the goods for duty purposes, as defined in section 
fourteen of this Act. 


(2) The dumping duties which may be imposed in terms of 
sub-section (1) shall be the following : 


(a) ‘‘ ordinary ’? dumping duty which shall be the difference 
. (as defined in 15'(1) (a)) . . . Provided that such difference 
is greater than five per centum of the export price ; 
(b) ‘‘ exchange ’’? dumping duty which shall be the difference 
. (as 15 (1) (b)); F 
(c) ‘‘ freight ’? dumping duty which shall be the difference 
. (as 15 (1) (c)) ... Provided that such duty shall not 
apply to goods of which the value for duty purposes, added to 
the marine insurance and freight charges, exceeds ten pounds 
per ton of 2,240 lbs. ; 
(d) ‘‘ sales’? dumping duty which shall be the difference . 
(as 15 (1) (d)); 
(e) ‘‘ bounty ’? dumping duty which shall be the amount of 
the bounty referred to in paragraph (e) of sub-section (1). 


16. Notwithstanding anything contained in this chapter, if 
the Minister is of opinion that the levying, in respect of wheat 
or wheaten flour, of the ordinary dumping duty to which in 
terms of section fifteen it is subject would, by reason of market 
fluctuations; be undesirable, the Governor-General may, by 
proclamation in the Gazette, declare that in lieu of such dump- 
ing duty, there shall be levied on wheat and wheaten flour im- 
ported into the Union from a country or countries named in the 
proclamation, special dumping duties at such rates, to be speci- 
fied in the proclamation, as in the opinion of the Minister 
would in the circumstances meet the object of the ordinary 
dumping duty; and from and after the date of publication of 
the proclamation in the Gazette such special duties shall be 
charged, levied, collected and paid on wheat and wheaten flour 
imported into the Union from the countries named therein. 

19. In this Chapter, unless inconsistent with the context, 
“export price ’’ means the price free on board at which 
goods are sold by the exporter to the importer in the 
Union; “‘ domestic value’’ means the domestic value as de- 
fined in section fourteen (except that for the purpose of para- 
graph (a) of sub-sections (1) and (2) of section fifteen for the 
words “‘ time of exportation ’’ shall be substituted the words 
‘“ date of purchase thereof by the importer’), less any draw- 
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back of duty granted by the Government of the ‘exporting 
country in respect of the goods in question on their 
exportation... .”’ 


APpPENDIX II. 


List oF PROCLAMATIONS REFERRING TO DuMPING DUTIES 


No. Date Act Article Countries affected Type of Duty 
83/1921 1914 Flour Australia Ordinary 
173/1921 1914 Wheat Australia Ordinary 
12/1923 1914 Cement Belg., Denm., Holl’d Ordinary 
13/1923 1922 Superphosphates Holland Sales 
19/1923 1914 Cement Norway Ord., withdr’s 
12/1923 Hd 
44/1923 1914 Cement Great Britain Ordinary 


118/1923 amends previous proclamations (except 13/1923) under 1923 Act. 
141/1923 1923 Superphosphates G. Br., Holl’d, Belg., Germ. Ordinary 


Cement G. Br., Holl’d, Belg., Germ., 
Norw’y, Swed’n, Denm’k Freight 
3/1924 1922 Asb.-Cem. Sheets Belgium, Italy Exchange 
Cement Belgium Exchange 
Superphosphates Belgium Exchange 
21/1924 1923 Rubber Hose U.S.A. Ordinary 
41/1924 1922 Asb.-Cem. Sheets Belg., Italy, Amends 3/1924 Exchange 
69/1924 1922 Rubber Hose BeS.A. Sales 
70/1924 1923 Cement Germany Ordinary 
79/1924 1923 Cement Canada Ordinary 
1111/1924 1923 Cement Mozambique, Port E.A. Ordinary 
156/1924 1923 Butter Australia Ordinary 
177/1924 1923 Carbonate ofSoda Great Britain Ordinary 
212/1924 1923 Wrapping Paper Canada, Sweden Ordinary 


229/1924 withdraws 13/1923. 
230/1924 withdraws 141/1923 as regards superphosphates. 
271/1924 withdraws 212/1924. 


15/1925 1922 Asb.-Cem. Sheets Jugo-Slavia Exchange 
34/1925 1923 Cement Sweden Ordinary 
37/1925 1922 Asb.-Cem. Sheets France Exchange 
59/1925 1923 Asb.-Cem. Sheets Germany Ordinary 


64/1926 withdraws 177/1924 
65/1926 withdraws 173/1921 and 118/1923 (Wheat). 
66/1926 withdraws 83/1921 and 118/1923 (Flour). 
108/1926 withdraws 141/1923. 
109/1926 1925 Cement Gr. Brit., Belg., Germ., 
Sweden, Jug.-Slavia, Mozambique, withdraws 
12 & 19/1923, 79/1924 (Denm., Norway, Sweden) 
and supersedes 12/1923, 44/1923, 7° & 111/1924 5 
and 34/1925 Ordinary 
110/1926 1925 Cement Belg., Jugo-Slavia Exchange (re- 
places 3/’24) 
133/1926 withdraws 3/1924 Selgin tree 


164/1926 1925 Rubber Heels Ordinary 
165/1926 1925 Rubber Heels Wis. As Sales 
170/1926 1925 Rubber Heels Canada Ordinary 
171/1926 1925 Rubber Heels Canada Sales 
233/1926 1925 Cement Denmark, Italy, Canada Ordinary 
324/1926 1925 Wheelbarrows U.S.A., Canada Ordinary 
81/1927 1925 Cement Norway Ordinary 
82/1927 1925 Cement Poland Exchange 
283/1927 1925 Cement Esthonia Ordinary 
294/1927 1925 Rubber Hose Canada Ordinary 


295/1927 1925 Rubber Hose Canada Sales 
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No. Date Act Article Countries affected Type of Duty 
331/1927 1925 Superphosphates Holland Freight 
25/1928 withdraws 3/1924 Belgium. 
26/1928 withdraws 110/1926 Belgium. 
51/1928 1925 Superphosphates Belgium Freight 


193/1928 withdraws 3/1924 Italy. 
108/1929 withdraws 82/1927 Poland. 
109/1929 withdraws 110/1926 Jugo-Slavia. 
1110/1929 withdraws 110/1926 Jugo-Slavia. 
1111/1929 withdraws 37/1925 France. 
Complete to July 1st, 1929, since when other proclamatlons have applied 
dumping duties to sugar from Germany, Czecho-Slovakia, U.S.A., and Canada. 
The case of sugar is considered in section 19 of this paper. 


1931] 


Book Reviews 


Agricultural Russia on the eve of the Revolution. By GEORGE 
PavLovsky, Ph.D. George Routledge & Sons. Pp. 326. 
TSS. Het, 


The author of this book has laid us considerably in his debt. 
With great care and thoroughness he has charted a field which 
has hitherto received so cursory a treatment in our language as 
to be called virtually uncharted, and has provided us at last with 
something which will serve as a standard work of reference in 
this sphere. The book is primarily descriptive rather than 
analytical, and is so unadorned by broad generalisation and so 
rich in primary fact as to bear the face of the forbidding mono- 
graph which one assigns to the reference rather than the reading 
shelf—an impression to which the publisher’s format and type-face 
contribute. But Dr. Pavlovsky has so evidently easy a control 
of his material and has selected and presented it with such a 
discriminating judgment as to make it a study of very high 
intrinsic interest. A study of agricultural Russia remains a 
study only of a section of pre-war Russian economy, but in the 
case of Russia of so important a section as to give it prime 
importance in the necessary background to any inierpretation of 
contemporary Russian events. Moreover, Russian village eco- 
nomy held certain special features which give it no little signifi- 
cance to economic history and economic theory in general. 

The book opens with three introductory chapters which deal 
with the economic geography of Russia. The character of the 
climate and the differing belts of soil and their agricultural 
significance, the transport system and the features of the 
different agricultural regions are here summarised for us in a 
convenient manner. ‘The author then in Part 2 proceeds with 
lucidity and skill to describe the land settlement which resulted 
from the Emancipation of 1861, and to give his own interpreta- 
tion of Russia’s agrarian problem before the war. Here probably 
the author is at his best, his interweaving of history and inter- 
pretation most successfully achieved ; and here the interest of 


103 


104 ECONOMICA [ FEBRUARY 


the ordinary reader is most likely to be focused. Dr. Pavlovsky 
rejects both the school of thought which saw the root of the 
agrarian problem in the insufficiency of land left to the peasants 
after the Emancipation and the school which saw a panacea in 
raising the standards of cultivation to compare with the intensive 
methods of Western Europe. ‘‘ The peasantry, as a class, were 
already in possession of the greater part of the land in Russia 
and of by far the greater part of the agricultural area in particu- 
lar ’’; while it was often not so much the smallness of the hold- 
ing that was responsible for the peasant’s poverty (the author 
estimates that the average income of a peasant family lay between 
£14 and £20 per annum), but rather the absence of a proper 
combination in it of different types of cultivation, to permit of 
an adequate rotation of crops. ‘‘ On the average, under the three- 
course system, the area of meadows and pastures must be 
approximately equal to that of arable; a proportion of which, in 
most localities, the Russian peasantry fell very far short. By 
the close of the last century the ratio, in the great majority of 
cases, did not exceed a third or a half of the arable.’’ Moreover, 
comparison with the intensive methods of Western countries over- 
looked the fact that the latter depend on the devotion of a large 
part of the area to specialised cultures ; this being made possible 
by proximity to large urban populations with their ‘‘ demand for 
the finer products of farming, which ensures a greater variety in 
the rotation and a higher yield per unit of area ’’’ (a view which, 
incidentally, prompts some interesting reflections on the theory 
of population). The thesis to which the author himself subscribes 
is that a solution of the agrarian problem was itself dependent on 
the industrialisation of the country, which only seriously began 
with the turn of the century. The persistence of the agrarian 
problem on so serious a scale was itself due to the slow and late 
development of capitalism in Russia. The growth of capitalism 
would offer a solution because it would directly absorb the 
agrarian surplus population into industry; by extending the 
agricultural market it would encourage an elevation of agri- 
cultural technique in the direction of greater variety and more 
intensive methods; and it would encourage the development of 
large-scale capitalist farming, on which the creation of a true 
surplus for export relied. 

Consistently with this view the author appears as an apologist 
for the Stolypin reforms, of which he gives us a full and detailed 
description. ‘Their aim was to break down the limitations in- 
herent in the old village commune and to create a class of semi- 
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capitalist small farmers with enclosed farms, which would give 
facilities for better methods of cultivation. It was a natural 
corollary of the growth of capitalism in Russia. While the war, 
and on its heels the revolution, intervened before the fruits of 
the Stolypin legislation had had time to be fully tested, Stoly- 
pin’s policy resulted in ‘‘ the enclosure within less than a decade 
of about ro per cent. of the total number of peasant holdings.”’ 

Of considerable interest also is the description of the organisa- 
tion of agricultural credit (apparently up to a few years before 
the war a major part of the credit advanced to landowners never 
found its way into productive purposes), of the chaos in which 
the grain trade was situated and the efforts of the co-operatives, 
on the one hand, and the State Bank (curiously enough), on the 
other hand, by participating in wholesale grain trading to fill 
the gap and to bring some organisation to the chaos. 

It seems unfortunate that the author should have thought it 
necessary to describe the effects of the war and to pronounce 
certain obiter dicta on recent policies in a concluding chapter of 
eight pages—a chapter which falls outside the scope of the mono- 
graph and is much too summary to add anything to our know- 
ledge. Moreover, the postulate which he uses this brief chapter 
to advance, that even a revolutionary government must continue 
the Stolypin policy or perish, seems to have been rendered ques- 
tionable, at least, by the agricultural revolution of the last two 
years. But the body of the book is sufficiently stimulating and 
informative for us to pardon the whim of this slight anti-climax. 

Maovrice Doss. 


Industrial Arbitration. By Lorp AMULREE. Oxford University 
Press. 1930. Pp. 233. 12s. 6d. 


In this valuable book Lord Amulree has given us the fruits, 
not only of his great experience of arbitration in practice (he was 
the first President of the Industrial Court) but also of assiduous 
research into the history of arbitration in Great Britain. For 
both these reasons the book is an important contribution to the 
study of industrial relations. 

Nevertheless, one cannot rise from reading it without a feeling 
of dissatisfaction. Partly, perhaps, this arises from the nature of 
the subject ; when they are treated in isolation from other aspects 
of labour history, the long series of abortive Acts in the nine- 
teenth century (whose history is so faithfully recorded here) seem 
utterly futile. A whole chapter is devoted to Lord St. Leonards’ 
Act, of which we are told ‘‘ Not only is there no record of any- 
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thing being done under it, but also it appears that no one took 
the slightest interest in it.”’ 

Lord Amulree does tell us a good deal—and a good deal that 
is new—about the voluntary machinery for negotiation which has 
played so large a part in the settlement, and sometimes the crea- 
tion, of industrial disputes. But his real interest lies in the 
policy of the State towards industrial relations ; and in England 
this was for long a matter of secondary importance. Throughout 
the nineteenth century the conditions for the success of govern- 
mental arbitration were simply not present. In the first half 
of the century competition governed wages with far greater 
authority than arbitration could possibly do. Arbitrators might 
fix terms, but they could not guarantee at those terms either 
employment to the worker or labour to the employer. After the 
rise of the Unions, it still took some time before the habit of nego- 
tiation became sufficiently rooted for arbitration to have much 
chance. It was not until after voluntary conciliation had become 
fairly established that the State’s opportunity came. 

The story of arbitration in the present century is, of course, 
very different. Even under these more favourable conditions it 
had indeed not always lived up to expectations, but the Acts of 
1896 and 1919 have been important in a way their unfortunate 
predecessors were not. J,ord Amulree describes the series of 
experiments which led up to the foundation of a permanent 
Industrial Court, and in a final chapter (perhaps the most inte- 
resting in the book) he shows how the Court has endeavoured to 
make its judgments a matter of principle, and not the mere 
application of a vague sense of fairness to special cases. The 
Court has realised ‘‘ that the extent to which rates of wages can 
be varied without causing displacement of labour is limited. . . . 
The directness and rapidity of the reactions of price on demand, 
demand on supply, and supply again on price depend on the 
circumstances of the particular case, and represent the real 
problem before the wage-fixing authority.’’ This is at any rate 
an important step on the right road. 


J. R. Hicxs. 


The Bread of Britain. By A. H. Hurst. Oxford University 
Press.. 1930. Pp«79. 28. 6d. net. 

There is a fashion even in the Flowers of Folly, and in econo- 
mic therapy it decrees that ills are to be remedied by stimulating 
the causes of illness. Mr. Hurst can certainly claim to be a 
Man of Fashion, for having sung the grain merchants and the 


193r | BOOK REVIEWS 107 


free English market, and bewailed the growth of disturbing 
restrictive elements, he proposes to recover the benefits of 
complete freedom by universal restriction. 

Such a policy could only be justified if these new elements 
were certain to be lasting and irresistible. This the author does 
indeed try to show: the wheat of Canada and Australia is con- 
trolled by pools; the Federal Farm Board regulates U.S.A. 
export prices; two great—and foreign!—firms handle the bulk 
of the Argentine grain; Russian trade is run by a State mono- 
poly, and other European countries are ceasing to produce an ex- 
portable surplus of wheat owing to changes in land tenure. On the 
buying side the same tendency is manifest. Milling combines are 
spreading in most countries—in England three firms control 62% 
per cent., and will probably soon control 80 per cent. of the 
flour output—and in many other countries the State regulates 
wheat imports. Thus both sellers and buyers grow few in num- 
bers and eliminate the merchant whose actions were prompted 
by price calculations, whilst the new organisations are susceptible 
to non-economic considerations. ‘‘ Britain cannot continue to 
act as a purchaser on purely economic considerations, while the 
entire supply and demand in the world is conditioned and based 
on totally different assumptions.”” The remedy lies in a complete 
monopoly : a board to conduct the grain trade and flour-milling. 

Recent events have been unkind to Mr. Hurst’s argument. If 
pools have not yet been known to die, they have most certainly 
revealed great weaknesses which will greatly restrict their 
activities, at least in the near future (the Canadian pool has 
recently decided to act only through merchants). The practically 
unlimited purchasing power of the Federal Farm Board may have 
maintained relatively high prices for American wheats, but as 
consumers have been able to do without them, there are now no 
American export prices to regulate. Competition in the Argen- 
tine trade is as intense as ever with small firms continuing 
vigorously active, and the prospects of their activity enhanced by 
the probable general erection of elevators in the Argentine. The 
minor European grain-growing countries have disappointed the 
author by increasing their production and, though the Russian 
State monopoly does continue, even Mr. Hurst would hardly 
claim that it has rendered any benefits to anyone excepting ship- 
owners and consumers in England and the Mediterranean coun- 
tries. In buying countries the concentration movement amongst 
mills has suffered a check, several of the great combines showing 
very disappointing results. It is true that some importing 
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countries have increased State control, but their measures were 
taken not in favour of the grain trade or of consumers, but of 
certain groups of producers, sometimes—as in Germany—to the 
disadvantage of other agriculturists such as stock-breeders. 

But even if the various monopolistic groups were to show a 
vitality at present undisclosed, is the best answer a counter- 
monopoly which would abolish the present pricing system? If 
hedging on Winnipeg and Chicago is made unsafe by a local 
selling monopoly, the Liverpool option market will gain as the 
only market really reflecting the world situation. War-time 
government control greatly diminished the international business 
done by English merchants. Only the possession of the freest 
market can restore and retain for England the international trade 
with those very important beneficial results to the whole struc- 
ture of English commerce and finance which Mr. Hurst ably 
describes. Let the grain market therefore take its motto not 


from Mr. Hurst but from Voltaire: ‘‘ une personne d’honneur 
peut €tre violée une fois, mais sa vertu s’en affermit.”’ 
A. J. CAHANE. 


Mathematical Introduction to Economics. By G. C. Evans. 
London : McGraw-Hill Publishing Company Limited. 1930. 
Passi s77 6 Tee: 

This book by the Professor of Pure Mathematics at The Rice 
Institute, Houston, Texas, can be divided, for convenience, 
into four sections. 

The first section (Chapters I to VI omitting Chapter IV) is 
concerned with the elementary theory of monopoly and competi- 
tion and with the effect of certain forms of taxation and tariff 
impositions. The theory is largely based on Cournot’s 
Recherches sur les principes mathématiques de la Théorie des 
richesses, an American translation of which appeared in 1897. 
In passing from monopoly to competition Cournot makes a 
serious error in his solution of the problem of two monopolists. 
From Cournot’s reasoning, the problem appears to be determinate, 
whereas Pareto has proved that it is, in fact, based on hypotheses 
which are incompatible. Professor Evans makes the same error 
when he considers’ what he calls competition of type (a). His 
argument under competition of type (b), the true form of com- 
petition, is not, however, affected. 

The chief merit of Cournot’s exposition lies in the fact that he 
uses arbitrary functions, the forms of which are unknown, or 


1 See pages 25, 28, 60, 63. 
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even unknowable. These functions cannot be expected to take 
algebraic or numerical form, even as a first approximation. Pro- 
fessor Evans, in the text, assumes linear and quadratic algebraic 
forms for his demand and cost functions, and thereby sacrifices 
the simplicity and generality of Cournot’s theory ‘‘in order ”’ 
(as he says) ‘‘to obtain a concrete result.’? The concrete 
results, which appear in a somewhat clumsy algebraic form, 
could be more usefully employed as examples illustrating the 
general theory, some indication of which Professor Evans gives 
in the exercises he adds at the end of each chapter. Further, 
the assumption of a linear demand law precludes any considera- 
tion, in the text at least, of the important conception of elasticity 
of demand. 

The second section (Chapters VII to IX) relates the theory of 
money to the theory of the exchange of goods in a market. The 
mathematical treatments of rates of exchange, of the theory of 
interest and of the price index, given in this section, seem to 
be didactic rather than genuinely heuristic in character; the 
methods used are mainly algebraic or statistical. 

From the point of view of pure economic theory, the most 
important section is the third (Chapters X to XIII), which in- 
cludes a discussion of utility and marginal utility and a con- 
sideration of the more simple cases of production and exchange 
of goods in a market. Professor Evans has, I think, over- 
emphasised the importance of the complete integrability of the 
differential equation for the indifference loci; on the other hand, 
more indication of a general theory of exchange and production, 
after Pareto, might have been given. 

In the last section (Chapters IX, XIV, and XV), Professor 
Evans considers a certain limited problem in economic dynamics, 
in the solution of which it is necessary to use the complicated 
analysis of the calculus of variations. Linear and quadratic 
algebraic functions are again assumed, with consequent loss of 
generality. 

The book contains many instructive applications of mathe- 
matics to economic problems, but, as a whole, it is not a con- 
venient introduction to mathematical economics either for the 
pure mathematician or for the economist. The latter will be 
deterred by the lengthy algebraic development and, in the later 
chapters, by the difficult mathematical analysis used ; the former, 
after a general survey of the work of Cournot, Jevons, and 
Walras, will be well advised to proceed, at once, to the complete 
analysis of Pareto. R. G. D. ALLEN. 
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Caliban in Africa. By LEONARD BARNES. Gollancz. tos. 6d. 


This brilliantly written book, the product of a mind well 
steeped in the greatest traditions of the West, is the most pene- 
trating study of the African problem that has yet appeared. Of 
criticisms we have only two of any importance to offer. The first 
concerns the relation of Africa, now and in the future, to a world 
in which the balance of forces is obviously changing. The second 
concerns the apparent failure of Mr. Barnes to carry his own 
principles right through when he comes to deal with the crucial 
question of the political rights of natives. . 

Viewing South African life from within, and devoting himself 
mainly to an analysis of the factors, especially the psychological 
factors, that are now governing the course of events in the 
Union, Mr. Barnes, while he does relate the Union to Africa as a 
whole, fails to take the further step and to project a changing 
Africa against the background of a changing world. His own 
acute analysis of Afrikander psychology shows all too plainly 
that those who are now governing South Africa would be the last 
to realise that their policies and actions ought to be viewed in 
the light of a world situation upon which they may have consider- 
able influence. Hence one would have expected that Mr. Barnes, 
so clear-eyed generally in his discernment of the implications of 
Afrikander policy, would have set himself to correct this lack of 
perspective. 

The fundamental fact to be grasped is that Africa has never 
yet been focal in the world’s life. The history of Egypt is Asiatic 
and European rather than African, and North Africa generally, 
cut off from the rest by the broad Sahara, has played its réle 
rather as a portion of the Mediterranean littoral, than as part 
of a separate continent. 

But when Van Riabeeck founded Cape Town in 1652 the 
European really was in Africa, largely isolated and forced to 
develop a life of culture that was African through and through. 
Conditions did not favour European immigration, settlers were 
few and scattered, and the main stream of European intercourse 
with the outer world continued to pass them by, drawn on as it 
was by the lure of the fabulous East. British interests in the 
East during the Napoleonic wars and for two generations after 
gave to South Africa a derivative importance that was seriously 
reduced by the completion of the Suez Canal. Then came dis- 
coveries of diamonds and gold, promising indeed a longer period 
of attention from Europe, but, of their very nature, lacking any 
guarantee of permanent establishment and interest. 
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Hence, until quite recently, all the circumstances have 
favoured the growth in South Africa of that psychology of the 
roadside village which Mr. Barnes describes with so sure a touch. 
The erection of a petrol station in the form of gold supplies has 
made no essential difference; the inner life of the village has 
remained the same, and, as Mr. Barnes shows, it has been power- 
ful enough to assimilate to its ways English-speaking settlers 
of more recent date. 

Now all this Arcadian seclusion is about to be challenged, 
not only from within Africa, but from without as well. Mr. 
Barnes, we feel, does not emphasise sufficiently this challenge 
from without. What is the significance for Africa of the reaction 
against the West which has now been going on for half a century 
or more, using for the purpose the West’s own weapons against 
itself? Japan a great power, China stirring into modern state- 
hood, India resolute for autonomy, and even the Near East 
asserting itself against Europe; what does all this mean if not a 
definite turning of the tide which started to flow about the time of 
Henry the Navigator? Southern Africa came into the sphere of 
European influence with the advance of that tide. What is to 
happen to it as the tide retreats? It is doubtful whether any who 
are responsible for South African policy to-day have even begun 
to ask themselves the question. Mr. Barnes might have done 
well to ask it for them. Where will the South African native 
look for ideals and inspiration as he struggles upward if not to 
the coloured anti-European East? And if he does so, what of the 
position of Africa then? Already there have been forebodings in 
the passionate interest that Indians have taken in their fellow- 
countrymen domiciled in South Africa. 

In dealing with the future of the Union itself, Mr. Barnes 
tries to make out a case for a separate communal franchise for 
natives, and ranges himself against those who still plead for the 
continuance of a common franchise. This is the only part of his 
book which reads like a piece of special pleading. He is actuated, 
partly by a genuine desire to prevent a mere exchange of black 
dictation for white, and partly by a conviction that to become 
merely ‘‘ European ”’ is not the proper goal of a nascent African 
civilisation. 

But surely, the encouragement of distinct “‘ white ’’ and 
“ black ’? cultures and franchises is hardly the way to avoid con- 
flicts for ‘‘ supremacy.’ ‘The whole trend of policy in South 
Africa is in terms of such conflict and the course of far-sighted 
wisdom would be to enlarge the field of community between black 
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and white rather than to emphasise their distinctness. Mr. 
Barnes himself speaks of a progressive narrowing of the interval 
between European and native in respect of culture, and declares : 

‘Tf and when the interval eventually closes altogether, the 
backward peoples will have become in reality and in truth the 
white man’s equals, and all question of racial ascendancy will be 
irrelevant.”’ 

He draws a sharp distinction between supremacy and as- 
cendancy, deprecating the one as an object of striving and regard- 
ing the other as an inevitable expression of the actual facts. But 
the effect of his own proposals would be to substitute the idea 
of a conflict for supremacy for that of a natural determination of 
ascendancy. His plea for franchise-segregation has to be 
buttressed by some very dubious arguments about differences in 
‘types ”’ of civilisation, as though the essentials that are the 
objects of political action were different things in different 
situations. 

Moreover it overlooks the enormous pressure of economic in- 
fluences upon a people for whom there is insufficient room on the 
land, and who must be drawn increasingly into the ranks of 
modern industrial organisation. Mr. Barnes would probably not 
support the idea of segregated trade unions, for he would argue, 
we think, that the common economic interest must have free 
play, and that it would merely paralyse its own efforts if it 
admitted division .on the irrelevant ground of differences of 
colour. 

In short, does Mr. Barnes want the native to vote as farmer or 
labourer or bricklayer or transport-worker ; or does he wish him 
to vote primarily as a black man? White South Africa, all too 
short-sightedly as we think, is emphatic to-day for the second 
answer. It is a little puzzling to find the author of so clear- 
sighted a book curving down, though hesitatingly, on the same 
side. Can it be that the taint of the psychology of ‘‘ supremacy ”’ 
has at this point infected even Mr. Barnes’ thinking, and led him 
astray into a sophistry of the kind which he himself can dissect 
so mercilessly ? 

After all, our criticisms amount to little more than a complaint 
that we have not had enough of such a good thing as Mr. Barnes 
gives us. There is passion in his book, plenty of it, but nowhere 
is it allowed to pervert a peculiarly acute and well-balanced 
judgment. 

We commend especially his exposition of the psychology of 
the Afrikander, which, as he is careful to note, is increasingly 
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shared by South Africans of English descent. There is valuable 
material here for the student of institutions in general as well 
as for the reader who is more particularly interested in Africa. 
The same subtlety, with perhaps even more of sympathy, is re- 
vealed in his portrayal of the qualities and mind of the native 
Bantu. Lastly, we would note the peculiarly happy quotations 
which Mr. Barnes prefixes to his chapters. That which suggests 
the title of the book recalls very appositely the half-contemptuous 
name, “‘ Fish Jim,’’ that is popularly applied to the native 
worker in South Africa. 

Those who have known South Africa, and have reason to be 
grateful for the warmth and colour that, in spite of appearances, 
are present in its people as in its landscapes, will pray that 
some timely return of the nobler mind and larger vision of which 
the people are still capable will avert the day of reckoning that 
Mr. Barnes foreshadows in the striking quotation from Shelley 
with which he begins his chapter on the Native: 


The Spirit that lifts the slave before his lord 
Stalks through the capitals of armed kings 
And spreads its ensign in the wilderness. 


F. CLARKE. 


The Civil Service of Canada. By RoBERT MACGREGOR DAWSON. 
Oxford University Press. 1929. Pp. 266. 16s. net. 


This book is a very competent history of the Canadian Civil 
Service followed by an analysis of the principles of Civil Service 
organisation, with special reference to Canada. The two parts of 
the study are by no means equal in quality or significance : the 
former is by far the better. It is concerned with the gradual rise 
of the Canadian Civil Service from the slough of ‘‘ spoils’ to a 
condition where ‘‘ spoils’? are the exception to the general rule 
of recruitment and promotion by impersonal tests of merit. The 
three most interesting threads of history are, first, the constant 
insistence and advice of the British Government that an im- 
partial, non-political Civil Service is essential, secondly the in- 
fluence of the “‘ spoils’? system of the United States upon its 
neighbour, and thirdly, the inevitably moulding influence of 
extensive state activity upon the Service, producing, in the end, 
the notion that the Service should be looked upon, not as a means 
of rewarding friends, but simply as an organisation for the trans- 
action of public business, and as such should be conducted on 
‘business principles.” This history is admirably narrated. 
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The second part is not so good. It begins with a discussion of 
the general position of the Civil Service in Government, and 
then proceeds to discuss problems connected with Selection, Pro- 
motion, Salary, Tenure, Removal, Retirement, the Employment 
of Women, the Civil Service Commission, and the Civil Service 
as a large-scale organisation. The first part of the book would have 
been more effective ifthe discussion on the place of the Civil Ser- 
vice in Government had preceded rather than succeeded it. As re- 
gards the other sections, the discussion on the Civil Service Com- 
mission is first-class political science. But the rest of the 
chapters are banal—that is, they form a fairly good introduc- 
tion to Civil Service problems, and perhaps not too profound a 
study is appropriate to the Canadian environment at present, 
yet the analysis is not pressed deep enough. There are all the 
platitudes without any fresh explanation for the existence of the 
conditions they express. The discussion of selection, for 
example, is based mainly on the Macaulay-Trevelyan Re- 
port, but that, surely, is antiquated, the world has moved 
since then, and among the new questions is this: what are the 
appropriate studies, those most likely to produce alert and in- 
ventive administrators in a world seeking the maximum economic 
welfare in a complicated civilisation? Mr. Dawson does not ask 
the question. Moreover, he begins the chapter on Selection by the 
statement : ‘‘ The problem of creating a good Civil Service may 
be stated in very simple terms: it is to secure the best possible 
men, to retain them, and to give them every encouragement and 
to use their ability to advantage.’’ True! but the same holds 
good of outside industry; is there not a special consideration 
with the Civil Service which makes this problem particularly 
urgent, and of a kind other than that in private industry? There 
is : it is that there is lacking from the Service the great (if some- 
times unhappy) regulator of price movements. This regulator is 
absent ; hence other ways must be’ found of efficiently answer- 
ing the personal problem presented by large-scale enterprise. 
There is no sign of the appreciation of the importance of this in 
the statement of the problem, or its controlling effect in this 
and other aspects of the service. 

We stress these points, because a grasp of significance deter- 
mines the selection and presentation of facts which again lead 
us on to further perception of the nature of the State. Although 
Mr. Dawson states the facts we want to know, there are matters 
which he treats with superficiality. There is hardly any attempt, 
for example, to relate the business of salaries to the fundamental 
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general social and psychological reasons therefor. Yet with 
the increase of state activity, it is urgent that we should be 
instructed on this point. There is no explanation given of the 
general unwillingness of Civil Services to use the ultimate 
disciplinary measure of dismissal—it is largely caused by the 
general removal of the Civil Service from the arena of industry 
conducted by private personal competition. In the penultimate 
chapter on the Civil Service as a large-scale organisation Dr. 
Dawson raises similar questions, and he has the material there 
for a critical and lively handling of the questions he set out to 
deal with ; but the condition was that this chapter, filled with all 
his mental energy, should have been made the jumping-off 
ground, rather than, so to speak, an afterthought. 

With these exceptions, it is necessary to repeat that the book 
is a good introduction to the subject par excellence of political 
science in the twentieth century—administration. 

HERMAN FINER. 


How Britain is Governed. By Ramsay Murr. Constable. 1930. 
Pp.333-:t2s-60. 


Feeling himself at grips with real and vital issues of the 
moment, the reader of Professor Muir’s book is interested in the 
discussion throughout, even if at times he may disagree with 
the conclusion or suspect a lack of profundity in the approach. 
In pellucid terms Mr. Muir describes the chief problems of 
government to-day as he sees them. The result is a thoroughly 
readable book. A vivid picture of our political machinery is 
drawn. It is seen to be much like a wooden water-mill battling 
with the St. Lawrence and not unlikely at any minute to be 
whirled to destruction. If there are certain inaccuracies—the 
numbers of Irish, Scottish, and Law Lords, for example—those 
are details which will doubtless be corrected. The suggestiveness 
of the book lies rather in its treatment of the Cabinet and of the 
House of Commons at work than of the party system or the 
Press. The proposals for reforming the Cabinet are an interest- 
ing amplification of the Machinery of Government Report ; they 
might have been further elaborated. The recommendation for a 
better organisation of research and thought in the forming of 
policy, made in the Report, could well be applied, under Mr. 
Muir’s scheme, to the super-ministers whose duty would be more 
especially that of forming policy. 

The main theme of the book, however, is the plea for a more pro- 
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portional system of representation and the survival of a third 
party. The case suffers, of course, because every argument for 
three parties is also an argument for thirty or three hundred— 
for greater diversity. If many people are dissatisfied with both 
the major parties, many are discontent with all three, and so on. 
The argument from example, that France and still more Ger- 
many have managed to subsist under a group system, is a little 
unfortunate at a time when a German government seems able 
to survive only by resorting to emergency powers under the 
constitution, powers which are the negation.of rule by discussion. 

In practice the case for a group system implies two things, both 
of which are evident in this book. It means an emphasis on nega- 
tives. Instead of giving power to the biggest group which can 
agree upon a definite policy, we must do nothing until the other 
groups have made up their differences. The present electoral 
system gives an encouragement to compromise and agreement 
within parties, while that of Mr. Muir would encourage the 
forming of any number of groups, differing on details, each hav- 
ing a scheme believed in by only a small minority and therefore 
politically impracticable, except by exactly the process of com- 
promise that now goes on within a large political party. The 
result would be, as in France, a bargaining among deputies with- 
out reference to the public, -bargains in obscure places never 
defined and put before the electorate. All of which means 
secondly—and Mr. Muir fails to deal with this difficulty—the 
disappearance of responsible government. Without power no 
government can be blamed for anything it does or fails to do. 
Nothing is a better insurance of responsibility than a clear alter- 
native. And where that does not exist, discontent with one 
government, instead of turning to the substitute and educating it, 
becomes dissatisfaction with the political system as a whole. By 
disregarding the essentials of the case against favouring a third 
party by a change in the electoral system Professor Muir has not 
avoided ‘“‘ the arid realm of abstractions.’’ Rather has he started 
out with an arid and unproved assumption. Only an abstraction 
remote from practical reality can lead to the theory of representa- 
tion which he naively assumes without discussion. The author 
proves his claim to be a “‘ practical man ”’ by accepting a facile 
dogma, long refuted and extinct, and by proceeding to spurn all 
recent thought lumped together as “‘ all the text-books.’’ 

The result is unfortunate. It has meant a warping of the 
whole book. Proportion is lost and a surfeit of reform proposed. 
Parliamentary congestion, which is the essential question, is not 
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met by electoral reform ; the remedy lies in improving legislative 
procedure. 


H. R. G. GREAVES. 


The Open Door and the Mandates System: A Study of Economic 
Equality before and since the establishment of the Mandates 
System. By B. Geric. George Allen & Unwin Ltd. 1929. 
Pr.i300. alos. 


The special attention devoted by an increasing number of 
authors to the mandates system has often been the subject of 
comment. Whatever the reasons for this attention may be, there 
seems to be little doubt that practically all that could usefully 
be said on the system as a whole in the present stage of its deve- 
lopment has already been said. Indeed, out of a considerable 
mass of literature there is a comparatively small number of con- 
tributions which may be regarded as adequately covering the 
subject, and it must be frankly admitted that the rest is to a great 
extent no more than a repetition under various forms of presenta- 
tion. 

True, the mandates system is of a dynamic character and its 
progress must be constantly followed. But this concerns neither 
the origins of the system which by now seem to be fairly well 
known, nor the general theory of its fundamental principles which 
has been thoroughly explored. The dynamic character of the 
system is mainly to be seen in the actual working of the 
individual mandates and ip certain particular developments. It 
is in directions such as these that research could be more usefully 
undertaken. 

Dr. Gerig’s work is the first attempt that has come to the 
notice of the reviewer to study one of these particular develop- 
ments intimately connected with the mandates system. Although 
the question of the open door is essentially of an economic nature, 
there is no doubt that it raises political considerations of dominat- 
ing importance, as the author rightly points out throughout the 
book. Dr. Gerig seems, however, to have approached the whole 
question more in the light of its political repercussions than 
from the point of view of the technical expert, the economist, or 
the jurist. 

While the introductory chapters on the practice of the open 
door before the establishment of the mandates system are useful 
both as a concise presentation of the history of the subject and as 
a background to the book itself, it seems that the sections dealing 
with the origins of the mandates system, the personnel and 
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functions of the Permanent Mandates Commission, are not 
altogether relevant to the main subject and, moreover, contain 
little that is not already known. On the ather hand, in a work 
such as this one would like to have found additional Hokt thrown 
upon the particular problems resulting from the open door 
principle with which the Permanent Mandates Commission has 
had to grapple almost from the very outset. Only the last two 
chapters of the book, however, are devoted to such vital matters 
as customs, loans and investments, concessions, etc., while the 
fundamental principle of economic equality has hardly received 
adequate attention, especially in its relation to the mandates 
system. It is precisely on these points that Dr. Gerig’s contribu- 
tion could be of greater assistance both to the members of the 
Permanent Mandates Commission and to research students. 

These remarks, however, do not detract from the value of the 
material which the book contains, or from the fact that Dr. 
Gerig’s contribution points to a new and timely direction for 
further research. 

J. STOYANOWSKY. 


Canals and Inland Waterways. By GEorcr Cappury and S. P. 
Dosss. Pitmans. 1930. Pp. 160. 7s. 6d. 


This book does not claim to be the outcome of any original 
research, and it contains little that is not readily available 
elsewhere. It is, however, an authoritative, if somewhat sketchy, 
introduction to a branch of transport to which far less attention 
has been given than its importance has warranted. So that it fills 
a serious gap in transport literature. At the same time, the book 
constitutes a plea for definite action to resuscitate a national 
asset which has been foolishly allowed to fall into a sorry state 
of inefficiency and disrepair. 

The early chapters relate the history of canal construction, 
most of which took place between the years 1755 and 1830; and 
we are asked not to belittle their responsibility for revolutionis- 
ing industry during that period. By possessing and exploiting 
their monopolistic position, however, they engendered consider- 
able public antagonism, and the railways were for that reason 
all the more hailed with enthusiasm. 

In an attempt to retain traffic against rail transport, canal 
tolls and charges were drastically reduced, with the result that 
in the ’thirties and. ’forties the canal companies experienced a 
sharp and dramatic fall in the marketable value of their pro- 
perties. But it was not technical efficiency alone that was respon- 
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sible for the railways’ success. The numerous canals had been 
originally constructed to comply with local conditions, and for 
the carriage of local traffic, moreover the canal proprietors had 
been content to leave them in this state; so that, regarded as a 
whole, they lacked that standardisation of dimensions which 
alone permits the regular and reliable through-working of barges. 
Even the threat of extinction failed to bring about co-operation, 
without which improvement was impossible. 

Thus, in the report of the Royal Commission set up in 1906, 
it was disclosed that our canal system was in very much the 
same condition as it had been in 1850, and that this was in 
marked contrast to what had been done on the continent under 
State control and assistance. It is well known that the recom- 
mendation of that Commission—that a Waterway Board should 
be set up by Act of Parliament, financially supported by the 
State, with powers both to acquire and to administer canals—was 
never adopted. 

Immediately after the war, a committee of inquiry under the 
chairmanship of Mr. Neville Chamberlain again reported that, 
under unified and competent management, canals could play an 
important and useful part in our transport system. A scheme 
aiming at the ultimate fusion of all waterway connections under 
a single ownership, was outlined. According to precedent, how- 
ever, nothing was done to carry out its recommendations. The 
findings of the Royal Commission on Transport, set up in 1928, 
are awaited with interest. 

Although the subject of this book is mainly dealt with his- 
torically, individual chapters are devoted to describing the pre- 
sent system, the conditions required for efficient operation, canal 
finance, and the more important continental systems in Germany, 
France, and Belgium. ‘To anyone entirely unacquainted with 
canals and canal problems, the book can be recommended as 


a reliable, though elementary guide. 
GILBERT PONSONBY. 
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School Notes 


Governors. 


The Right Hon. the Lord Chancellor (Lord Sankey) has been 
co-opted a member of the Court of Governors of the School. 


Staff Appointments. 

Mr. T. F. T. Plucknett, M.A. (London), LL.B. (Emmanuel College, 
Cambridge), has been appointed Professor of Legal History as from 
ist August, 1931. 

Mr. W. C. R. Hicks, B.A. (London), has been appointed Assistant 
in Modern Languages (French and German) as from 1st January, 1931. 


Resignation. 

Mr. G. W. Paton, M.A., B.C.L., has resigned his appointment as 
Assistant in English Law, as from 31st March, 1931, in order to accept 
the Chair of Jurisprudence at the University of Melbourne, Australia. 


Honours. 


Professor A. L. Bowley and Professor D. Hughes Parry have been 
elected to the Senate of the University of London as representatives 
of the Faculties of Economics and Law respectively. 

Dr. Eileen Power has been elected Dean of the Faculty of Economics 
in the University of London. 
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The “ Paradox” of Saving 


By F. A. von HAVEK.? 


I 


THE assertion that saving renders the purchasing power of the 
consumer insufficient to take up the volume of current produc- 
tion, although made more often by members of the lay public 
than by professional economists, is almost as old as the science 
of political economy itself. The question of the utility of 
‘“* unproductive ’? expenditure was first raised by the Mercan- 
tilists, who were thinking chiefly of luxury expenditure. The 
idea recurs in those writings of Lauderdale and Malthus which 
gave rise to the celebrated Théorie des Débouches of James Mill 
and J. B. Say, and, in spite of many attempts to refute it, it 
permeates the main doctrines of Socialist economics right up to 
Tougan-Baranowsky, Th. Veblen, and Mr. J. A. Hobson. 

But while in this way the idea has found a greater popularity 
in quasi-scientific and propagandist literature than perhaps any 
other economic doctrine hitherto, fortunately it has not succeeded 
as yet in depriving saving of its general respectability, and 
we have yet to learn that any of the numerous monetary mea- 
sures intended to counteract its supposedly harmful effects have 
been put into practice. On the contrary, we have recently 
witnessed the edifying spectacle of a ‘‘ World Saving Day,”’ 
on which central bank governors and ministers of finance vied 
with each other in attempting to disseminate the virtue of saving 
as widely as possible throughout their respective nations. And 
even though there are those who demand an increase in the 


1 The following article is a translation of an essay by Dr. Hayek, which 
has already appeared in the Zeitschrift fiir Nationalékonomie, Bd. I, Heft 
Ill, under the title, ‘‘ Gibt es einen Widersinn des Sparens?”’ In view of 
the great contemporary interest in the subject it deals with and its high 
degree of relevance to current discussions of monetary theory here and in 
America, it has been thought desirable to render it available for English- 
speaking readers. : 

2 The translation is the work of Mr. Nicholas Kaldor and Dr. Georg 
Tugendhat. Certain minor alterations have been made in the text and a 
few passages incidental to the main discussion have been omitted and some 
further explanations added by the author. 
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currency on the grounds that there is an increased tendency to 
save, it is hard to believe that the presidents of central banks 
at any rate will prove very ready listeners. 

This state of affairs, however, may yet be endangered by a 
new theory of under-consumption now current in the United 
States and in England. Its authors are people who spare neither 
money nor time in the propagation of their ideas. Their doctrine 
is no less fallacious than all the previous theories of under- 
consumption, but it is not impossible that with able exposition 
and extensive financial backing it may exert a certain influence 
on policy in Anglo-Saxon countries. For this reason it seems 
worth while subjecting this theory to detailed and exhaustive 
criticism. 


IT 


The teachings of Messrs. Foster and Catchings, with which 
I am primarily concerned in this study, attained their widest 
circulation in the United States where they have achieved con- 
siderable repute not only among members of the public, but also 
among professional economists. "To understand this success it 
is necessary to know something of the background of the theory 
and the very able means by which it has been and still is 
being propagated. Quite apart from its analytical significance, 
for European observers at any rate the story has a certain 
spectacular interest. I propose, therefore, to deal with it at some 
length. 

Let us start with the two authors. The history of their joint 
careers provides certain points which give a clue to the origin of 
their teaching. Waddill Catchings was born in the south ; he had 
a successful career as a lawyer and banker, finally reaching a 
high position in the iron and steel industry. In 1920 he, and a 
number of fellow-students from Harvard, decided to commemo- 
rate a deceased friend. For this purpose they founded the ‘‘ Pol- 
lak Foundation for Economic Research.’? ‘They appointed as 
director another Harvard friend, William Trufant Foster, a 
pedagogue, at one time a college president. —The Foundation had 
an annual income of $25,000 and it soon began to be responsible 
for the publication of important books on economic subjects, 
some of them by well-known economists, such as Irving Fisher’s 
Making of Index-Numbers, others by members of the Founda- 
tion, such as A. B. Hasting’s Costs and Profits, and, above all, 
Money by Messrs. Foster and Catchings themselves. In this 
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latter work, although it is primarily a very able and instructive 
exposition of the theory of money, the authors laid the basis 
of their theory of trade depression later to be fully expounded 
in their work on Profits. In Money, they emphasise 
especially those parts dealing with the circulation of money 
and the effects on markets of changes in the rate of flow. 
After describing how circulation starts from the market 
for consumption goods, from which it passes into the market 
for production goods, and finally returns to its original source, 
they discuss the conditions under which this process creates 
a steady demand for the goods offered for sale, and the factors 
which influence the circulation of money either by accelerating 
or retarding it. While, in a barter economy, supply and demand 
are necessarily identical, the appearance of money is shown to be 
capable of disturbing this equilibrium, since it is only possible 
to maintain production at the existing level if the producers 
spend money at the same rate as that at which they receive it. 
Thus the circulation of money between the various stages of the 
economic process becomes the central problem of all investiga- 
tion, not only of changes in the valuc of money, but also of the 
influences affecting cyclical fluctuations. 

Indeed they even go so far as to lay it down that: 
‘‘ Money spent in the consumption of commodities is the force 
that moves all the wheels of industry. When this force remains 
in the right relation to the volume of commodities offered for 
sale, business proceeds steadily. When money is spent faster 
than the commodities reach the retail markets, business booms 
forward. When commodities continue to reach the retail markets 
faster than money is spent, business slackens. To move com- 
modities year after year without disturbing business, enough 
money must be spent by consumers, and no more than enough, 
to match all the commodities, dollar for dollar.’’® 

It is this theory which forms the basis of the trade cycle theory, 
which is set forth in great detail in Profits,* published three years 
later. In this voluminous work, with which we shall be concerned 
in the next sections, Messrs. Foster and Catchings give the most 
elaborate and careful exposition of their theory. But, despite the 
clear and entertaining exposition, it failed to secure for the 
theory the wide circulation desired by its authors. They pro- 

3 W. T. Foster and W. Catchings: Money. Publications of the Pollak 
Foundation for Economic Research, No. 2, Boston and New York, Houghton 
a 1923 (p. 277). (A third edition was published in 1928.) 


Foster and W. Catchings: Profits, Publications of the Pollak 
Foundation, No. 8, Boston and New York, Houghton Mifflin, 1925. 
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ceeded, therefore, to restate the main principles in popular 
language, first in their Business without a Buyer,’ and later in 
abridged form in an essay in the Atlantic Monthly, which 
was distributed freely as a reprint in hundreds of thousands of 
copies.* Most effective, however, in advertising their ideas was 
the peculiar competition held in connection with the publication 
of Profits. By offering a prize of $5,000 for the best adverse 
criticism of the theory contained in this work, the promoters 
invited the whole world to refute them. But before dealing with 
the results of this competition it is necessary to consider the 
general principles of their work. 


Ill 


The theory of crises advanced by Messrs. Foster and Catch- 
ings in Profits is preceded by a detailed explanation of the 
organisation of the present economic structure. This justifica- 
tion of the existing ‘‘ Money and Profit System,’’ as it is 
called by the authors, fills about one-half of the volume of four 
hundred pages. For our purpose, it is sufficient to mention 
that in this part the function of entrepreneur’s profit as a factor 
determining the direction and extent of production is investi- 
gated; but it is worth remarking even at this juncture that the 
authors succeed in completing this investigation without at any 
point making clear the real function of capital as a factor of pro- 
duction. Our main concern in this article, however, is confined 
to the fifth and last part of Profits which deals with ‘‘ Money and 
Profits in Relation to Consumption,’’ and which, according to 
the authors themselves, represents a more or less independent 
object for critical study.” It will be necessary in this connection 
also to refer in some detail to the short essay entitled The 
Dilemma of Thrift. 

The main thesis of the book is stated as follows: ‘‘ The one 
thing that is needed above all others to sustain a forward move- 


5 W. T. Foster and W. Catchings: Business without a Buyer, Pollak 
Foundation, Boston and New York, Houghton Mifflin, 1927, second revised 
edition, No. 10, 1928. 

6 W. T. Foster and W. Catchings: The Dilemma of Thrift, reprinted 
from an article in the Atlantic Monthly under the title: Progress and 
Plenty, a Way out of the Dilemma of Thrift; together with another article 
published in the Century Magazine. The pamphlet was published by the 
Pollak Foundation (Newton 58, Mass., U.S.A.) which supplies copies free 
on request. A German translation also appeared in the Finanzpolitischer 
Korrespondenz, copies of which could also be obtained freely. 

7 Cf. Pollak Prize Essays, criticism of Profits, a book by W. T. Foster 
and W. Catchings, Pollak Foundation, Newton, 1927. : 
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ment of business is enough money in the hands of consumers ” 
(p. rz). Now in the present state of affairs a situation arises 
from time to time when the buying power in the hands of the 
consumers is insufficient to purchase the whole industrial output 
at prices which cover costs. The consequent diminution in sales 
in the market for consumption goods results in unemployment 
of factories and plant, that is to say, in crises and trade 
depressions. The question is: Where does the deficit in the 
consumers’ income originate? ‘The earlier exposition in Money 
and Profits affords no explanation of this phenomenon, since it 
does not take into account the three principal factors upon 
which the velocity of circulation, and therefore the ‘‘ annual 
production-consumption equation ’’ depend : i.e. the influence of 
saving, of profits, and of changes in the volume of currency. 
The most important of these factors is saving, both individual 
and corporate. To elucidate this point the authors proceed to 
examine a series of numerical examples and, in the course of this 
examination, they introduce a number of fictitious assumptions, 
which, as we shall see later, have an important bearing upon 
their conclusions. They assume, namely, that by a process of 
vertical and horizontal integration, the whole industry of the 
isolated country considered has been united into one single enter- 
prise, payments from which in the form of wages, dividends and 
salaries form the only source of the community’s income. (There 
are no taxes or Government expenditure of any kind.) It is 
assumed further that the price level, the volume of currency 
and the velocity of circulation remain constant, and that wages 
are received and spent during the same economic period in which 
the goods are manufactured, while these goods are only sold in 
the following period, and the profits earned on them are also 
distributed and spent by the recipients during this same period.* 

With the aid of numerical examples of this sort, the authors 
demonstrate that, under these conditions, there can be no difh- 
culty in selling the goods manufactured, either in the case of a 
constant volume of production or of a rising volume per wage- 
unit, so long as “‘ industry continues to return to consumers 
in some way all the money that it took from consumers 
in the sales price of its product, and as long as consumers spend 
all that they receive.’’? But as soon as the company retains part 
of the profits in the business, not for the purpose of carrying 
larger stocks, financing the sale of an increased product, or in 
unsuccessful attempts to improve equipment—for these things 


8 Profits, p. 268. : 9 Op. cit., p. 273. 
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are comparatively harmless—but in order to improve “ capital 
facilities,” which puts it in the position to increase the volume of 
production, this happy state of affairs changes. As soon as the 
increased volume of products reaches the market, it is inevitable 
that the means of payment in the hands of the consumer should 
prove insufficient to take up the product at remunerative prices. 
So long as the process of investment is going on no difficulty 
arises, since the rise in the total wage bill resulting from the 
increased number of workmen necessary to carry out the exten- 
sion equals the loss in the shareholders’ income resulting from 
the reduction in dividends, and thus the relation between the 
volume of production and the money spent on it remains un- 
altered. ‘The crisis sets in with the appearance on the market of 
the surplus output. The money in the hands of the consumer 
does not increase any further (the sums necessary for the exten- 
sion of production having already been spent by the wage- 
earners in the previous period to take up the smaller volume) 
and, since it is assumed that there is no fall in prices, a propor- 
tion of the enlarged product must therefore remain unsold. 

In The Dilemma of Thrift, Messrs. Foster and Catchings pro- 
vide the following description of the events leading up to this 
crisis’®: ‘‘ Suppose, however, it (the corporation) uses the 
remaining one million dollars of profits to build additional cars, 
in such a way that all this money goes directly or indirectly to 
consumers. ‘The company has now disbursed exactly enough 
money to cover the full sales-price of the cars it has already 
marketed ; but where are the consumers to obtain enough money 
to buy the additional cars? The corporation has given them 
nothing with which to buy these cars.’’ The new cars, therefore, 
must remain unsold, ‘‘ unless the deficiency (in consumers’ 
income) is made up from outside sources.’’™ 

According to Messrs. Foster and Catchings the significant 
difference between the money spent upon consumption goods and 
money invested rests upon the fact that money of the former kind 
is ‘“ used first to take away consumers’ goods, whereas in many 
cases money invested is used first to produce more consumers’ 
goods.’’’” ‘* Money that is once used to bring about the produc- 
tion of goods is again used to bring about the production of goods, 


10 Dilemma of Thrift, p. 15. 

11 Profits, p. 281, where the following remark is appended to that quali- 
fication: ‘‘ We here make that qualification, once and for all, with respect 
to every case in this and the following chapters,’ which later gave the 
authors’ critics an opportunity to accuse them (Prize Essays, p. 12), of@a 
misunderstanding of the main point of their argument. 

12 Profits, p. 284. 


1931 | THE “‘ PARADOX ’’ OF SAVING 131 


before it is used to bring about the consumption of goods. In 
other words, it is used twice in succession to create supply; 
whereas if the $100,000 in question, instead of having been 
invested in the production of additional goods, had been paid out 
as dividends and spent by the recipients, the $100,000 would 
have been used alternately to bring goods to the markets and to 
take goods off the markets.’’** Statements of this sort, which are 
repeatedly used by the authors, have led even so acute a thinker 
as Mr. D. H. Robertson to remark that he could not attach any 
sense to them whatever.** It therefore seems worth while 
attempting to restate this part of the theory in more 
familiar language. Grauting the initial presuppositions of 
the authors it is, I think, unassailable. So long as the total 
disbursements during the course of production are spent on 
consumption goods, the expenses of production are necessarily 
equal to the proceeds of the sale of the goods purchased. If, 
however, certain amounts, such as interest earned on capital, 
or profit, which could be spent on consumption goods without 
reducing the existing capital stock, are applied to purchasing 
additional means of production, the sum total spent on produc- 
tion rises without being accompanied by an equivalent increase 
in the sums available to buy the final product. It is in this 
‘¢ short-circuit ’’ in the circulation of money, as Mr. P. W. 
Martin,!® whose ideas are closely related to those of Messrs. 
Foster and Catchings, describes it, that we find the alleged cause 
of the deficiency in the buying power of the consumer. 

Now since the results of corporate saving and of individual 
saving must be alike, since individuals as well as corporations 
must save if they are to progress, but since, if this theory is 
correct, they cannot save at present without frustrating to a 
certain extent the social purpose of saving, the ‘‘ Dilemma of 
Thrift ”? is unescapable. ‘‘ From the standpoint of society, there- 
fore, it is impossible to save intelligently without first solving 
the problem of adequate consumer income. As it is to-day, 
certain individuals can save at the expense of other individuals ; 
certain corporations can save at the expense of other corpora- 
tions; and, from the standpoint of the individual and of the 
corporation, these savings are real. But society as a whole can- 


13 Profits, p. 279. ‘ 
14D. H. Robertson: The Monetary Doctrines of Messrs. Foster and 


Catchings, Quarterly Journal of Economics, Vol. XLIII, p. 483, May 1929. 
15 P. W. Martin: The Flaw in the Price System, London, 19245 The 
Limited Market, London, 1926, and Unemployment and Purchasing Power, 


London, 1929. 
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not save anything worth saving at the expense of consumers 
as a whole, for the capacity of consumers to benefit by what is 
saved is the sole test of its worth.’’*® 

After the main thesis of the theory has thus been expounded 
the authors drop a number of artificial assumptions, and attempt 
to bring the theory nearer to reality. The first assumption 
to be abandoned is that of a stable price-level (this assump- 
tion, by the way, was never consistent with their other assump- 
tions). ‘They then examine the effects of falling prices, which 
alone make it possible to sell the whole of the enlarged product. 
But falling prices, they argue, make it impossible for industry 
to maintain production at the new level. “The fall of prices 
causes profits to disappear, and with profits every incentive to 
the continuation of production.’’ Moreover, it is argued, it is a 
matter of experience that falling prices render an extension of 
production impossible. ‘‘ If there is any fact concerning which 
our statistical evidence fully supports our reasoning, it is the fact 
that falling prices put a damper on productive activity.’’** Only 
on paper is it possible, in spite of falling prices, to carry out 
productive extensions by means of falling costs, because only on 
paper can you regulate the diminution of cost so that even the 
enlarged product can be sold with sufficient profits. In the exist- 
ing economic system, with the many independent units composing 
it, such a development is not to be expected. On the contrary, 
we should rather expect price movements in the wrong direction. 
A fall in the price of consumption goods, therefore, must always 
bring about a diminution of production.*® 

Having thus attempted to show that a general fall in prices 
can never bring about a solution of the problem, the authors 
next proceed to consider changes in the volume of money. 
After all that has been said, it is argued, it should be clear that 
even changes in the volume of money can only solve the problem 
in so far as they influence the “‘ production-consumption equa- 
tion.’ “It is not sufficient for this purpose that the total 
volume of money be increased. The money must go into circula- 
tion in such a way that the flow of new money into the hands 
of the consumers is equal in value, at the current retail price- 
level, to the flow of new goods into consumers’ markets. ‘The 
question is not, then, whether currency or bank-credit, or both, 
should be increased year after year, but in what way the new 
money should be introduced into the circuit flow.’’?° 


16 Profits, p. 294. Li Op: cits; D:299- TEs O Dp acibaee Dp: ; 
19 Op cit., pp. 302-13. 28 Opieciinnpe a8 aE ae 
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Now unhappily, under the existing system of money and 
credit, additional money gets into circulation, not on the side of 
the consumers but on the side of the producers, and thus only 
aggravates the evil of the discrepancy between producers’ dis- 
bursements and consumers’ money expenditure. Moreover, this 
system of increasing the money supply through productive 
credits has the further effect that additions to the money supply 
take place when they are least necessary. The extension of pro- 
duction which they finance is a response to a lively demand. 
But when a falling off of consumers’ demand is noticeable then 
credit is restricted and the trouble is aggravated. Thus the 
modern claim to restrict credit at the first sign of increasing 
warehouse stocks, and vice versa, is thoroughly pernicious. ‘“‘ In 
this way . . . every advance towards higher standards of living 
would promptly be checked ; for whenever it appeared that con- 
sumer income was too small, it would be made smaller still 
through wage reductions, and under-production would follow 
promptly.’’** Nevertheless, it would be easy to arrange an 
increase in consumers’ credits, and it is only in this way that 
the deficiency in the purchasing power of the consumer, and thus 
the cause of the depression, can be removed. ‘‘ Theoretically, 
then, it is always possible to add to the money circulation in 
such a way as to benefit the community. ... In any conceiv- 
able situation . . . an all-wise despot could make a net gain to 
the community by increasing the volume of money in circula- 
tion. ... If any safe and practicable means could be devised, 
in connection with increased public works and decreased taxes, 
or in any other connection, of issuing just enough money to 
consumers to provide for individual savings and to enable them 
to buy an enlarged output, and business men were confident that 
issues to consumers would continue at this rate and at no other 
rate, there would be no drop in the price-level and no reason for 
curtailing production, but, on the contrary, the most powerful 
incentive for increasing production.’’” : 

In Profits, the authors do not go further than to hint at 
these proposals. After a necessarily unsuccessful attempt at 
statistical verification—a quite unnecessary deference to preva- 
lent fashions—they conclude that, under the present order of 
things, every attempt at increasing production must be checked 
by the fact that the demand of the consumer cannot keep pace 
with the supply. To remove the causes of this under-consumption 
is one of the most promising and most urgent problems for the 


21 Profits, p. 324. 22 Op. cit., pp. 330-1. 
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present generation. ‘‘ Indeed, it is doubtful whether any other 
way of helping humanity holds out such large immediate possi- 
bilities.’’?° 

But before such reforms can be achieved professional econo- 
mists will have to admit the inadequacy of their present theories. 
‘“‘ Tf the main contentions of Money and Profits are sound, much 
of our traditional economic teaching is unsound, and overlooks 
some of the fundamentals which must be better understood before 
it will be possible to solve the economic problem.’’** Conversion 
of professional economists was therefore the main purpose of the 
campaign which was launched by the famous prize competition. 


TN 


The result of this competition for the best adverse criticism 
of their theory was the most remarkable success achieved by 
Messrs. Foster and Catchings. The three members of the jury, 
Professor Wesley C. Mitchell, the well-known business-cycle 
theorist, the late Allyn A. Young, a most distinguished 
theoretical economist, and Mr. Owen D. Young, the President of 
the General Electric Company, of ‘‘ Young Plan ’’ fame, had no 
less than four hundred and thirty-five essays to examine. In the 
introduction to the little volume in which the prize essay and 
others were published,”’ Messrs. Foster and Catchings relate, with 
some pride, that at least fifty universities, forty-two American 
States, and twenty-five foreign countries were represented. 
Among the authors were at least forty authors of books on 
economics, fifty professors of political economy, sixty accounting 
experts, bankers, editors, statisticians, directors of large com- 
panies, etc.—among them ‘“‘ some of the ablest men in the Federal 
Reserve System,”’ a functionary of the American Economic Asso- 
ciation, a former President of that Society, and ‘‘ several of the 
most highly-reputed economists in the British Empire.”’ 

But despite this highly respectable mass-attack of adverse 
criticism, Messrs. Foster and Catchings remained convinced 
that their theory still held its own. Moreover, they were able 
to quote the opinion of one of the umpires,” that notwithstanding 
all that had been said against it, the substance of the theory 


48 Profits, p. AI7- 24 OD. cits, PD. Ar. 

25 Pollak Prize Essays: Criticisms of “ Profits,’? a book by W. T. Foster 
and W. Catchings. Essays by R. W. Souter, Frederick Law Olmsted, C. F. 
Bickerdike, Victor Valentinovitch Novogilov. Newton, Mass., 1927. Cf. also 
the introduction to Business without a Buyer. 

76 Op. cit., p. 6. See also the introduction to Business without a Buyer. 
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remained untouched. This sounds extraordinary. But what is 
more extraordinary is that a candid perusal of the various 
criticisms which have been published forces one to admit that 
it is true. So far, the main theory, and what in my opinion is 
the fundamental misconception of Messrs. Foster and Catchings, 
has remained unanswered. The meritorious and readable works 
which were published in the Prize Essays, equally with criti- 
cisms published elsewhere,*” direct their criticism only against 
details. They accept the main thesis of Messrs. Foster and 
Catchings. Only the two essays of Novogilov and Adams, which 
we shall have occasion to mention later on, touch upon the critical 
points, and even here they do not make their respective objections 
the basic part of their criticism, or develop them into an indepen- 
dent refutation. 

In the case of Novogilov’s work, it is possible that this is an 
injustice. In the Prize Essays it was only published in abridged 
form, and just that part dealing with the influence of varying 
quantities of product at the various stages of production on the 
level of profits was entirely left out.** It is to be hoped that one 
day it will be published in its entirety. Mr. A. B. Adams’ essay, 
on the other hand, whose criticism on many points coincides with 
that developed in this essay, and which in an incidental remark 
foreshadows one of its main theses,”® suffers from the fact 
that the author himself does not realise the full impor- 
tance of his objections, and therefore only criticises the application 
of Messrs. Foster and Catchings’ theory to the case of investment 
in fixed capital, while admitting its correctness in the case of 
investment in circulating capital. But even Mr. Adams seems 
insufficiently to appreciate the function of capital and the condi- 
tions determining its utilisation—a deficiency which is common 
both to the authors of the theory and to all their critics. 

As for the rest, they all endeavour to prove that the existing 
currency organisation suffices to increase the supply of money in 
the course of an extension of production so as to avoid a fall in 
the price-level. Some of them also point out that the extension 
of production can also bring about a diminution in costs per 
unit, so that falling prices need not always put a damper 

27 To be mentioned especially are: A. B. Adams, Profits, Progress and 
Prosperity, New York, 1927; A. H. Hansen, Business Cycle Theory, its 
Development and Present Status, Boston, New York, 1927 (a prize essay 
published separately); H. Neisser, Theorie des wirtschaftlichen Gleichge- 
wichtes, Kélner sozialpolitische Vierteljahrschrift, Vol. VI, 1927, especially 
pp. 124-35; D. H. Robertson, The Monetary Doctrines of Messrs. Foster and 


Catchings, Quarterly Journal of Economics, Vol. XLIII, No. 3, May 1929. 
28 Cf. Prize Essays, pp. 118-24. 29 See below, p. 159. 
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on production. But the alleged necessity to ease the sale of the 
enlarged product by an increase in the money supply is, in 
general, allowed to pass unquestioned. In doing this, how- 
ever, the critics place themselves in a difficult position. For 
the contention of Messrs. Foster and Catchings that productive 
credits aggravate still more the deficiency in the purchasing 
power -of the consumer is clearly a corollary of the funda- 
mental concept on which the claim for increasing the volume of 
money by productive extensions is based. To meet this difficulty 
the critics resort to various expedients. Some make very 
ingenious investigations into the order of succession of various 
money movements. Some attempt to refute the rather shaky 
assumptions in regard to the formation of profits in the course 
of productive extensions. Correct as these objections may be, 
they miss the point. The main thesis remains untouched. 


V 


It is clear that this is the opinion of Messrs. Foster and 
Catchings, for in their Business without a Buyer, published 
after the close of the prize competition, they do not make any 
significant alterations in the exposition of their theory. Forti- 
fied by the result of the competition, they then proceeded to 
develop the practical consequences of their theory. In The Road 
to Plenty,*° which embodies the results of these further reflections, 
they make no attempt to appeal to economists. Despite the 
extremely favourable reception of their former books, it appears 
they are far from satisfied with professional economists. Both 
in the introduction to the Prize Essays and in Business without 
a Buyer they dwelt with some sprightliness on the lack of en- 
lightenment in such circles. Now they turn to the general 
public and cast their theory in the form of a novel. ‘The book 
records a conversation in the smoking compartment of a train 
where the complaints of a warm-hearted friend of humanity cause 
a genial business man to explain the causes of crises and un- 
employment according to the theory of the authors, and then to 
defend the latter against the objections of a solicitor and a pro- 
fessor of economics (who, of course, comes out worst). Finally, 
all those present (including a member of the House of Repre- 


30 W. T. Foster and W. Catchings: The Road to Plenty (Publications 
of Pollak Foundation, No. 11), Boston and New York, Houghton Mifflin, 
1928; second edition, revised, 1928. A popular edition of the Road to Plenty 


was published in 50,000 copies and sold (230 pp., in full cloth binding) for 
25 cents! 
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sentatives) are roused to a great pitch of enthusiasm about the 
concrete proposals based upon it. 

These proposals are formulated still more clearly in a further 
essay, Progress and Plenty,** and before proceeding to examine 
the theory it is worth while setting them forth explicitly. The 
first demand of the authors, and the condition for the execution 
of their further proposals, is an extension of business statistics 
in the direction of a more exact knowledge of the sales of con- 
sumption goods—in the first place, a complete and reliable index 
of retail prices; secondly, statistics of all factors influencing 
these prices (i.e. all possible economic data). ‘These should be 
collected by public authorities and published promptly, in order 
to give information and orientation to the business world. On 
the basis of such statistics, all public works and all financial 
operations of the Government should be directed in such a way 
as to even out fluctuations in the demand for consumption goods. 
In Progress and Plenty,** Messrs. Foster and Catchings recom- 
mend the delegation of the business of collecting data, and their 
application to the distribution of public works to a separate 
body, the ‘‘ Federal Budget Board.’? Just as the Federal Re- 
serve Board directs a system for the financing of production, the 
Federal Budget Board should direct the financing of consump- 
tion and prevent disturbances of the economic system arising 
from consumption lagging behind production. 

So far, apart from the demand for a new Board, the 
proposal contains nothing beyond the much-discussed plan 
for distributing public works in time in such a way as 
to concentrate all those capable of being postponed to times of 
depression. But Messrs. Foster and Catchings are not satisfied 
with this. They realise that such a plan would have undesirable 
effects if the necessary sums were collected and locked up in the 
public Treasury in times of prosperity and spent in case of need. 
On the other hand, to raise the money by taxation at the time 
when it is needed for public works would be still less likely to 
achieve the desired end. Only an increase in the volume of 
money for the purpose of consumption can solve the problem : 


31 W. T. Foster and W. Catchings : Progress and Plenty, A Way out of 
the Dilemma of Thrift reprinted from the Century Magazine, July 1928. 
Reprinted also together with The Dilemma of Thrift. The second edition of 
The Road to Plenty, which I received after writing this article, takes over 
almost word for word the statements quoted here from Progress and Plenty. 

32 P. 16 of the independent reprint, p. 37 of the reprint together with The 
Dilemma of Thrift (the reference to the latter will always be given in 
brackets below). Cf. also The Road to Plenty, second edition, p. 188. 
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‘‘ Progress requires a constant flow of new money to consumers. 
If, therefore, business indexes show the need for a reinforced 
consumer demand which cannot be met without additional 
Government expenditure, the Board should bring about such 
expenditure, not only out of funds previously accumulated for 
that purpose, but at times out of loans which involve an expan- 
sion of bank credit. This feature of the plan is essential.** It 
follows that the Government should borrow and spend the money 
whenever the indexes show that the needed flow of money will 
not come from other sources.’’** 

As might be expected, the authors protest®® that all this is not 
to be regarded as inflationary. Before its publication they had 
promised that it should contain ‘‘ nothing dangerous or even 
distasteful,’’ and that it would not involve “‘ unlimited issues 
of fiat money.’’*® We shall deal critically with these proposals 
in the last section of this article. At present, it need only be re- 
marked that even critics who sympathise with Messrs. Foster and 
Catchings’ theory have been unable to conceal their scruples 
on this point. Mr. D. H. Robertson®’ remarks very correctly 
that he has no doubts that ‘‘ they were born with a double dose 
of the inflation bacillus in their composition; and though they 
have done their best to exorcise it with prayer and fasting, so 
that they are able to look down with detached pity on more 
gravely affected sufferers, such as Major Douglas, yet at critical 
moments the bacillus is always ‘apt to take charge of the argu- 
ment.’’ It is, therefore, all the more astounding that they are 
able to quote in the advertisements to The Road to Plenty (it is 
true without mentioning the source) the opinion of no less an 
authority than the late Professor A. A. Young, that ‘‘ on econo- 
mic grounds, the plan for prosperity ’’ proposed in The Road to 
Plenty “ is soundly conceived,’’ and that (according to the same 
source) Mr. W. M. Persons should have thought the plan 
‘“ practicable and important.”’ 

In wider circles, the proposals of Messrs. Foster and 
Catchings seem to have had an _ extraordinary effect. 
President Hoover’s pledge to carry out, within practical 
limits, such a regulation of public works as would alleviate 
unemployment, has been a powerful lever to their argument. 


33 My italics. 

34 Progress and Plenty, p. 22 (42), and almost in the same words in The 
Road to Plenty, second edition, p. 193. 

35 The Road to Plenty, second edition, p. 209. 86 Prize Essays, p. 5. 

87 Op. cit. p. A098. : 


1931 | THE ‘“ PARADOX ’’ OF SAVING 139 


In a recent pamphlet** they announce that Senator Wagner from 
New York has already brought a Bill before Congress for creat- 
ing a “‘ Federal Unemployment Stabilisation Board ’’ with very 
similar functions to their ‘‘ Federal Budget Board.’? But in 
America it takes some time for any Bill to become law; and 
up to the present I have not heard of the success of Senator 
Wagner’s proposals. So far it has not been proposed that this 
Board should finance public works with additional bank money, 
and even Messrs. Foster and Catchings have guarded themselves 
from demanding the execution of this part of their proposals— 
even in cornection with the Hoover Plans. Instead they have 
concentrated on a criticism of the policy of the Federal Reserve 
Board in raising its discount rate at a time of falling prices 
and falling employment.*® It is pressure of this sort which 
constitutes a danger both in America and elsewhere if such 
theories gain further popularity. At this point, therefore, we 
may pass to a criticism of their validity. 


VI 


It is constantly assumed by Messrs. Foster and Catchings 
that the investment of savings for the extension of production 
necessarily increases the total costs of production by the full 
amount of the invested savings. This follows clearly from their 
continual emphasis on the ‘‘ fact’’ that the value of the in- 
creased product is raised by the amount invested, and that there- 
fore it can only be sold profitably for a proportionately higher 
sum. It is implied by the examples, in which it is always 
assumed that the increase in the current outlay in wages, etc., 
exactly corresponds with the sums invested. Now there is a cer- 
tain initial obscurity in this assumption, since it is obvious that 
the costs of the product produced during an economic period 
cannot rise by the whole of the newly-invested sum if this is 
invested in durable instruments, but only in proportion to the 
depreciation of the new durable capital goods; a fact which is 
not made clear in their exposition. My main objection, however, 
is not concerned with this circumstance—which it is impossible 
to believe that the authors could entirely overlook—but rather 
with their assumption that generally, over any length of time, 
the costs of production can increase by the whole of the newly- 


38 W. T. Foster and W. Catchings : Better Jobs and More of them. The 
Government’s Part in Preventing Unemployment. Reprinted from the 
Century Magazine, July 1929. 

39 Op. cit., p. 17. 
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invested amount. This view, which is based on a complete mis- 
understanding of the function of capital as a “‘ carrying ”? agent, 
assumes that the increased volume of production brought about 
by the new investments must be undertaken with the same 
methods as the smaller volume produced before the new move- 
ment took place. Such an assumption may be true for a single 
enterprise, but never for the industry as a whole. For in 
industry as a whole every increase in the available supply of 
capital always necessitates a change in the methods of produc- 
tion in the sense of a transition to more capitalistic, more 
‘“ roundabout,’’ processes. 

For in order that there may be an increase in the volume of 
production without a change in the methods of production, not 
only the available supply of capital, but also the supply of all 
other factors of production must be increased in similar propor- 
tion. In regard to land, at any rate, this is practically impossible. 
It is just as inadmissible to assume that the complementary 
factors which are necessary for the extension of production are 
previously unemployed, and find employment only with the 
appearance of the new savings.*° 

A correct view of the reactions on production as a whole of the 
investment of new savings must be envisaged in this way: 
At first the new savings will serve the purpose of transferring 
a portion of the original means of production previously em- 
ployed in producing consumers’ ‘goods to the production of new 
producers’ goods. ‘The supply of consumers’ goods must, there- 
fore temporarily fall off as an immediate consequence of the in- 
vestment of new savings (a circumstance constantly overlooked 
by Messrs. Foster and Catchings).*? No unfavourable effects on 
the sales of consumption goods follow from this, for the demand 
for consumption goods and the amount of original means of 


40 Messrs. Foster and Catchings seem to avail themselves of the assump- 
tion of an “ industrial reserve army' ’’—a notion much favoured in trade cycle 
theory—from which the labour power necessary for a proportional extension 
of production can always be obtained at will, Quite apart from the incom- 
patibility of this assumption with the known facts, it is theoretically inad- 
missible as a starting-point for a theory which attempts, like Messrs. Foster 
and Catchings, to show the causes of crises, and thus of unemployment, on 
the basis of the modern ‘‘ equilibrium theory ” of price-determination, Only 
on the basis of an economic theory which, like the Marxian, tries to explain 
the existence of permanent unemployment of considerable proportions inde- 
pendently of crises would such an assumption be theoretically permissible. 

41 Novogilov, who—as far as I can see—is the only critic who emphasises 
this circumstance (p. 120, op. cit.), puts a favourable interpretation on the 
exposition in Profits, namely that the authors assume that “ the popula- 
tion as a whole must increase its expenditure of labour, but consume not 


more than in the first years ”’ (p. 108). But how should savings occasion 
an increased expenditure of labour? 
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production employed in producing them decrease in similar 
proportions. And indeed even Messrs. Foster and Catchings do 
not make any such assertion. Their difficulties begin only at the 
moment when the increased volume of consumption goods, 
brought about by the new investment, comes on to the market. 

Now this increase in the volume of consumption goods can 
only be effected through an increase in the volume of capital 
employed in production. Such capital, once it has been brought 
into existence, does not maintain itself automatically. This in- 
crease makes it necessary that, henceforward, a greater propor- 
tion of the existing means of production should be permanently 
devoted to the production of capital goods, and a smaller part to 
finishing consumption goods; and this shift in the immediate 
utilisation of means of production must, under the conditions 
prevailing in the modern economic system, conform with a 
change in the relative amount of money expended in the various 
stages of production. But this question of the relation between 
the sums of money expended in any period on consumption 
goods on the one hand and on production goods on the other, 
brings us to the fundamental flaw in Messrs. Foster and Catch- 
ings’ theory. 


Vil 


Messrs. Foster and Catchings base the whole of their exposi- 
tion on an hypothesis of what may be called single-stage produc- 
tion, in which, in a state of equilibrium the money received 
in every period from the sale of consumption goods must equal 
the amount of money expended on all kinds of production goods 
in the same period.*? Hence they are incapable of conceiving 
an extension of production save, so to speak, in the “‘ width ” 
—an extension involving the expenditure of the new savings side 
by side with the sums which were already being spent on the 
ultimate factors of production, this is to say, the recipients of net 
income. It is easy to see how they arrive at this position. They 


42 This conception, which is completely erroneous at any rate so far as it 
applies to a modern economic system, is very often met in economic litera- 
ture, and may be traced back as far as Adam Smith, who wrote (Wealth of 
Nations, ed. Cannan, Vol. I, p. 305) : ‘‘ The value of the goods circulated be- 
tween the different dealers never can exceed the value of those circulated 
between dealers and consumers; whatever is bought by the dealer being 
ultimately destined to be sold to the consumer.” It is interesting to note 
that this statement of Smith is quoted by T. H. Tooke in support of the 
doctrines of the banking-school. Cf. An Inquiry into the Currency Prin- 
ciple, London, 1844, p. II. 
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assume a single enterprise in which all goods are produced from 
beginning to end (there will be much to say about this later), 
and because of this they entirely overlook the phenomenon of 
changes to more or less capitalistic methods of production. 

Let us for the time being avoid this assumption, and, 
instead, consider an economy in which the different stages and 
branches of production are divided into different independent 
enterprises. We can return later to the special case of single- 
enterprise production considered by Messrs. Foster and Catch- 
ings. But we will adhere throughout to another assumption 
which they make: the assumption that the amount of money 
in circulation remains unchanged. It is especially important 
to do this because most of the criticisms of the theory which 
have been made up to the present have sought the solution 
of the alleged dilemma chiefly in a proportional adjustment 
of the supply of money to the enlarged volume of production.** 
To me, at any rate, the fundamental error of the theory seems to 
arise rather in the presentation of the origin of the dilemma, 
the supply of money remaining unchanged. I shall return to 
the question of the effects of a change in the supply of money 
in the last section, in which I deal with Messrs. Foster and 
Catchings’ proposals for positive reform. 

What happens, then, under the conditions assumed, when 
somebody saves a part of his income hitherto devoted to con- 
sumption, or when a company does not distribute its profits, 
and the sums thus saved are reinvested in production? At first, 
clearly the demand which is directed to means of production 
increases, and that directed to consumption goods corre- 
spondingly decreases. Does that mean that the expenditure 
on production will now be greater than is justified by the sums of 
money which will be available for the purchase of consumption 
goods? — 

That this need not be the case is surely clear from the most 
superficial consideration of the modern capitalistic economy. 
For at every moment of time raw materials, semi-finished pro- 
ducts, and other means of production are coming into the market, 
the value of which is several times greater than the value of the 
consumption goods which are simultaneously offered in the 


43 Cf. the criticism of F. L. Olmsted (op. cit., p. 68), where it is ex- 
pressly stated: “ This brings us back to the ‘ Dilemma,’ and also brings 
us back to the obvious and only escape from the Dilemma; namely, the 
progressive increase, in relation to the price level of goods, of the scale 
of money: compensation to individuals for their productive effort if that 
productive effort is progressively increasing in efficiency.” (Italics mine.) 
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market for consumption goods.** It follows that the sum spent on 
the purchase of means of production of all kinds at any period is 
several times greater than the sum spent on the purchase of 
consumption goods at the same time. ‘The fact that the total 
costs of production are, nevertheless, not greater than the value 
of the consumption goods produced is explained by the circum- 
stance that every good on its way from raw material to finished 
product is exchanged against money as many times, on the aver- 
age, as the amount of money expended on the purchase of means 
of production at every period exceeds the amount spent on con- 
sumption goods. And it is just a lengthening of this average 
process of production (which, on our assumption, shows itself 
in an increase of the number of independent stages of produc- 
tion) which makes it possible, when new savings are available, 
to produce a greater amount of consumption goods from the same 
amount of original means of production. 

The proposition that savings can only bring about an increase 
in the volume of production by enabling a greater and more 
productive ‘‘ roundaboutness ”’ in the methods of production has 
been demonstrated so fully by the classical analysis of Bohm- 
Bawerk that it does not require further examination. It is 
necessary here only to go further into certain monetary aspects 
of the phenomenon. 

The questions which interest us are as follows : how does the 
increase in the money stream available for productive purposes 
following the investment of new savings distribute the additional 
demand for means of production through the economic 
system, and under what conditions is this distribution effected in 
such a way as to achieve the purpose of saving with the smallest 
possible disturbance. After what has been said already in this 
connection it will be of fundamental importance to distinguish 
between changes in the demand for original means of production, 
i.e. labour and land, and changes in the demand for means of 
production which are themselves products (intermediate products 
or capital goods) such as semi-finished goods, machinery, imple- 
ments, etc. On the other hand it is not important for our 
present purpose to distinguish between durable and non-durable 
means of production because it is irrelevant, for instance, that a 


44 M. W. Holtrop computes on the basis of statistical data taken from 
publications of I. Fisher and the National Bureau of Economic Research 
that in the United States in the year 1912 the sum of all money payments 
was more than twelve times larger than the sum of all money incomes 
(De omloopssnelheid van het geld, Amsterdam, 1928, p. 181). Cf. also his 
further exposition which gives interesting figures in regard to the varia- 
tions of this proportion in the course of the trade cycle. 
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loom has only to be renewed after eight periods of time, since, 
in a continuous process of production, this amounts to the same 
thing as if every eighth loom has to be renewed in every 
period. 

For the sake of simplicity, we may assume that the path from 
the original means of production to the final product is of equal 
length for all parts of the total money stream, although, in fact, 
this differs according to the moment when the particular 
original means of production are employed in the different stages 
of production; so that the assumed uniform length of the round- 
about ways of production only corresponds to the average length 
of the various processes which lead to the: production of a 
consumption good. The only case in real life strictly correspond- 
ing to this assumption would be the production of a good 
requiring expenditure of labour only at the beginning of the 
production process, the rest being left to nature; as, for example, 
in the case of the planting of a tree. But even this would only 
compietely conform to our assumption if the saplings changed 
hands every year, i.e. if one man held one-year saplings, another 
two-year saplings, and so on. This difficulty only arises because, 
for purposes of exposition, it is easier to treat the average length 
of production as if it were uniform for all processes. In the 
real world, of course, it is the very fact that the period between 
the expenditure of the original means of production and the 
completion of the consumers’ goods is different for every original 
means of production used, which makes it necessary that the 
goods should pass through several hands before they are ready 
for consumption. We assume, therefore, that, for example, the 
value of all means of production coming to the market during 
one period is eight times as great as the value of the consumption 
goods produced during the same period, and the latter is sold for 
1,000 units of money, say pounds sterling. We disregard the 
differences in value conditioned by interest, that is to say, we 
make the assumption that interest on capital employed, together 
with the remuneration of the original means of production, is 
paid out only in the highest stage of production. ‘The whole 
process of production and the circulation of money connected 
with it can then be represented schematically in the following 
way: 
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ScHEME A* 
Demand for consumption goods (= products £ 


of stage of production No. 1) 1,000 
No. 2 I,000 
No. 3 I,000 
No. 4 I,000 
Demand for the products of the stages | No. 5 1,000 
of production No. 6 1,000 
No. 7 1,000 
No. 8 I,000 
No. 9 1,000 
Total demand for produced means of 
production—8 x 1,000 = ... aa 8,000 


Relation of the demand for consumption goods to the demand 
for produced means of production—1 : 8. 

Such a table represents at once both the products of the various 
stages of production coming on to the market simultaneously 


45 Jf it were desired, in order to bring the scheme closer to reality, to 
demonstrate, instead of the average length of the production process, the 
various lengths of its particular branches, it should be represented some- 
what as follows: 


Demand for consumption goods £ 
(=products of stage of production No. 1) I,000 58.8 
NMone2e - Q41.2 58.8 
Woes". 882.4 58.8 
Wor “Ame 823.5 58.8 
NOFA 55% 764.8 ae 
No.6. 705.9 ; 58. 
No. 7 . 647. From which 58.8 
No. 8 ... 588.2) We te to} 53.8 
Demand for products of the stages/ No. 9 ... 529-4 deduct rs 58.8 
of production\ No. 10 ... 470.6 origins: ¢ 58.8 
No. 11 ATTA ee 58.8 
No. i 352.9 production. 58.8 
ING TS is 294.1 58.8 
ING hin B235c3 58.8 
Noritsy 2 176.5 58.8 
No. 16 117.6 58.8 
No. 17 58.8 58.8 
Total demand —— 
for original 
Total demand for produced means means of 
of production ... 8,000.0 production 1,000.0 


Relation of the demand for consumption goods to the demand for pro- 
duced means of production—1 : 8. ‘ 

Such an exposition, more complete than the former, alters nothing of 
its results, but complicates considerably the clarity of the presentation. 

Those readers who find this mode of arithmetical illustration difficult to 
follow are referred to my forthcoming work on Prices and Production, 
shortly to be published by Messrs. Routledge, where the same thing is 
illustrated diagrammatically. 
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with the consumption goods and the successive intermediary pro- 
ducts from which the actual product finally emerges, since, in a 
stationary economy, these are the same. We exhibit, that is to 
say, the total supply of goods originating in one branch of pro- 
duction (or, if the scheme is applied to the whole economy, all 
branches of production), and coming on to the market in one 
period of time. The sums paid at the ninth stage of production 
for the original means of production correspond necessarily with 
the value of the consumption goods, and form the origin of the 
funds for which the consumption goods are sold. 

Let us assume, then, that the owners of the original means of 
production spend from their total income of £1,000 only £900, 
and invest in production the remaining f100 thus saved. There 
is, therefore, £8,100 now available for the purchase of production 
goods, and the relation between the demand for consumption 
goods and the demand for production goods changes from 1:8 
LOW late) 

In order that the increased sum of money now available for 
the purchase of means of production should be profitably utilised, 
the average number of stages of production must increase from 
eight to nine; the situation, represented in Scheme A, has 
therefore to be altered in the following way : 


ScHEME B 
(£100 is saved and invested.) 
Demand for consumption goods (= products Z 
of stage of production No. 1) a 900 


Demand for the products of the stages of 


No. 2 fereje) 
No. 3 900 
No. 4 goo 

T 
Demand for the products of the stages ne 5 gees 
of production * mie ° oa 
Nox7 felete) 
No. 8 900 
| No. 9 900 
No. 10 een 900 

Total demand for produced means of 

production—g x goo = ... 8,100 


Relation of the demand for consumption goods to the demand 
for produced means of production—1:9. 
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In this case also, the total sum which is spent in the last stage 
for the original means of production, and which is therefore 
available as income for the purchase of the product coincides 
with the value of the product after the necessary adjustments 
have taken place. The allocation of the additional means of pro- 
duction has been effected by maintaining the equilibrium between 
costs of production and the prices of consumption goods in such 
a way that the money stream has been lengthened and narrowed 
down correspondingly, i.e. the average number of the successive 
turnovers during the productive process has risen in the same 
ratio as the demand for means of production in relation to the 
demand for consumption goods has increased. If the supply 
of money remains unaltered this is necessarily connected with a 
fall in the prices of the factors of production, the unchanged 
amount of which (disregarding the increase of capital) has to 
be exchanged for £900; and a still greater fall in the prices of 
consumption goods, the volume of which has increased on account 
of the utilisation of more roundabout methods of production 
while their total money value has diminished from £1,000 
to £900. 

This demonstrates at any rate the possibility that, by an 
increase in the money stream going to production and a diminu- 
tion of that going to consumption, production can still be organ- 
ised in such a way that the products can be sold at remunerative 
prices. It remains to show that (1) with an unchanged amount 
of money, production will be governed by prices so that such an 
adjustment does take place, (2) that by such an adjustment of pro- 
duction the purpose of saving is achieved in the most favourable 
way, and (3) that on the other hand every change in the 
volume of currency, especially every monetary policy aiming at 
the stability of the prices of consumption goods (or any other 
prices) renders the adaptation of production to the new supply 
of saving more difficult and indeed frustrates more or less the 


end of saving itself. 


Vill 


In order to remain as faithful as possible to the example which 
Messrs. Foster and Catchings have put in the foreground, let us 
consider the case of a joint stock company reinvesting a portion 
of its profits which was hitherto distributed. In what way will 
it utilise the additional capital? This utilisation may be differ- 
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ent in different individual cases, yet important conclusions may 
be drawn from a consideration of the general possibilities of 
additional investments. 

In principle it is possible for a single enterprise—in contrast 
to the whole industry—to utilise the available amount of capital 
for extending production by retaining existing methods but 
employing larger quantities of all factors.*° We can leave the 
possibility of this out of consideration for the moment, as our 
undertaking could only get additional labour and other original 
means of production by drawing them away from other under- 
takings, by outbidding them. And this process will change the 
relative proportion of capital to the other factors in the other en- 
terprise, and thus a transition of production to new methods will 
become necessary. This is clearly the general economic effect of 
the increase of capital, and it is this in which we are interested. 
For the sake of simplicity let us assume, then, that the transition 
has already taken place in the first enterprise which undertook 
the savings. 

But if a “‘ linear ’’ extension of production is ruled out, and 
the undertaking has to utilise its relative increase in capital 
supply for a transition to more capitalistic methods, there 
remain two main types of investment for the additional capital 
which have to be considered. ‘These are usually distinguished 
as investment in fixed capital or durable producers’ goods, and in 
circulating capital or non-durable producers’ goods respectively. 
Up to now in following Messrs. Foster and Catchings we have 
only considered investment in circulating capital, in future we 
shall have to distinguish between these two possibilities. 

Whether in any given case investment in fixed capital or in 
circulating capital is the more profitable, and is therefore under- 
taken, depends on the technical conditions of the concrete case, 
and therefore cannot be decided a priori. For analytical pur- 
poses it is desirable to treat these two cases separately, both as 


’ 


46 In practice, such a linear extension of production will be of importance 
in so far as, by an increase in the supply of capital, not only will the share 
of capital in every branch of production increase, but there will be an 
increase in the relative size of more capitalistic branches of production as 
compared with less capitalistic ones, i.e. the former will employ more 
labour, and this extension of the whole undertaking can so far overshadow 
the increase in the relative share of capital as to create the impression of 
a linear (proportional) extension of the more capitalistic undertakings. 
Even if the proportion between capital and the original means of produc- 
tion employed remains absolutely constant, but the more capitalistic under- 
takings were extended at the expense of the less capitalistic ones (as may 
be the case with undertakings of average roundaboutness), this implies, 
es a po of view of the whole industry, a transition to more capitalis- 
ic methods. 
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regards the conditions which must be given in order to render 
more capitalistic methods profitable, and also as regards the effect 
on prices. 


IX 


As regards investment in fixed capital (i.e. durable means of 
production), the case is relatively simple. Messrs. Foster and 
Catchings leave this case entirely out of account (a fact on which, 
as we have already mentioned, Mr. A. B. Adams bases his 
criticism) and Mr. P. W. Martin applies a similar theory of his 
own expressly to the case of investment in circulating capital 
only.*”7 What we shall have to say here, therefore, will hardly 
meet with much opposition, and for this reason it will be easier 
in this connection to develop the analysis which is relevant also 
for the subsequent investigation. 

In order that new investment in fixed capital may be profit- 
able, it is necessary that the increase in receipts from the in- 
creased product following the investment should be sufficient to 
cover the interest and depreciation of the invested capital. The 
rate of interest must be somewhat higher where the new invest- 
ments are made than in the alternative employments which are 
open to them, but somewhat lower than the rate of interest paid 
hitherto. It is just the circumstance that the rate of interest 
has fallen and that the investment in question is the nearest in the 
scale of profitableness which determines that it, and no other, 
shall be undertaken. In judging its profitableness, account must 
be taken of the fact that the enlarged product following the 
new investment can only be sold in the long run at prices lower 
relatively to the prices of original means of production than 
hitherto. This is partly because, owing to the co-operation of 
new capital, more consumption goods will be produced from a 
given quantity of original means of production ; and also because 
a greater amount of consumption goods must be sold against the 
income of the original means of production and of capital, and the 
increase in the income from the latter (if it occurs at all—if 
the increase in capital is not more than compensated by the fall 
in the interest rate) must always be relatively less than the 
increase of consumption goods. 

47 Cf. Unemployment and Purchasing Power, p. 15. f 

48 The fall in the rate of interest necessitates ipso facto such a relative 
change in the prices of means of production and of products because, in a 


state of equilibrium, the rate of interest must exactly correspond with the ° 
difference between the two. With regard to the relation between changes 
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If the quantity of money remains unchanged, the unavoidable 
fall in the relative prices of consumption goods will also manifest 
itself absolutely. It is in this way that the relative fall 
will establish itself at the moment when the new consump- 
tion goods come on to the market. If the supply of money 
is kept constant, this effect of every extension of produc- 
tion will be well known to producers and they will therefore 
only choose such employments for the investment of new savings 
as remain profitable even if prices are expected to fall. But 
these employments—and this, as we shall see presently, is the 
essential point—are the only ones through which the social 
advantages of saving can be realised without loss. 

Even if the volume of money is increased so that the prices of 
consumption goods do not fall, a new equilibrium must inevit- 
ably be established between costs of production and the prices 
of products. "This can come about—if a fall in the prices of 
consumption goods is excluded—in two ways: either by a rise 
in the prices of means of production; or by a return to the 
previous, shorter, less productive methods of production; or by 
both of these ways together. What actually happens depends 
on where and when the additional money is injected into the 
economic system. If the increase in the supply of money were 
only to take place at the time when the additional volume of con- 
sumption goods comes on to the market and in such a way as to 
render it directly available for the purchase of consumption 
goods,** the expectation of unchanged prices for products would 
result in a portion of the additional amount, rendered available 
for the purchase of means of production through saving, not 
being utilised for a lengthening of the production process, i.e. 
the formation of new capital; it would simply serve to drive up 
the prices of the means of production. Because of the expectation 
of stable prices for the products, more openings for the new sav- 
ings will appear profitable than can actually be exploited with 
their aid. The rate of interest is only sufficient to limit alter- 
natives to those most profitable when price-relations are also in 
equilibrium with it. Competitive selection must therefore take 
place in the market for the means of production, i.e. the prices 
of means of production must rise until only so many extensions 


in the rate of interest and changes in relative prices, cf. the appendix to 
my essay ‘‘ Das intertemporale Gleichgewichtssystem der Preise und die 
dese des Geldwertes,’? Weltwirtschaftliches Archiv, Vol. XXVIII, 
uly 1928. 

49 This is the suggestion made by Messrs. Foster and Catchings; we shall 
have occasion to go into this case more extensively in the last section, when 
we come to criticise their proposals for reform. ‘ 
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of the productive process appear profitable at those prices as can 
actually be carried out by the new savings. That simply means 
that a portion of the savings will not be utilised for the creation 
of capital, but merely for the purpose of increasing the prices 
of available means of production. 

But the assumption that the supply of money will only be 
increased when the enlarged volume of consumption goods comes 
on to the market has little probability. In the first place, the 
fact that new savings offer possibilities for the extension of 
production will, as a rule (according to the prevalent opinion, 
quite justifiably), give rise to an increase in the volume of money 
in the form of producers’ credits. On the other hand, the fact 
that, in spite of the more capitalistic and more productive 
methods, the prices of the products do not fall, will provide 
an incentive to take up additional loans from the banks far 
beyond the sum voluntarily saved, and will thus increase the 
demand for means of production much more than would be justi- 
fied by the new savings. The rise in the prices of these means 
of production conditioned by it, will gradually cause the excessive 
price-margin between these goods and consumption goods to 
disappear (and thus take away the incentive for further exten- 
sions of credit); at the same time, more means of production 
than are justified by the new savings will be transferred for use 
in longer processes (i.e. more lengthy processes will be under- 
taken than can be carried out). In other words, it will be 
possible, through an increase in the volume of money, to draw 
away as many factors from the consumption goods industries, 
over and above the quota voluntarily saved, as to enable at first 
the commencement of all enlargements of fixed capital which 
appear profitable at the lower rate of interest having regard to 
the unchanged prices. 

All these investments, however, can be carried on only so long 
as the new money used for extensions of production is not 
utilised by the owners of the factors of production, to whom it is 
paid, for the purchase of consumption goods or so long as the 
increase in the demand for consumption goods is offset by a 
progressive increase in the supply of new productive credits.” 
As soon as the increase in the volume of credits granted to pro- 
ducers is no longer sufficient to take away as many means of 
production from the provision of current consumption as would 
be required for the execution of all the projects which appear 
profitable under the lower rate of interest and the unchanged price 


50 Cf. my work Geldtheorie und Konjunkturtheorie, Vienna, 1929. 
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relationship between consumption goods and means of produc- 
tion, then the increasing utilisation of means of production 
for the provision of current needs through less lengthy processes 
of production will drive up the prices of means of production, 
both absolutely and relatively to consumption goods, and thus 
render unprofitable those extensions of production which only 
became possible through the policy of price stabilisation. 

As, in the case under consideration, we are dealing 
with extensions of durable plant, which as a rule must be left in 
their previous employments even if they become unprofitable 
(even if their quasi-rents fall to such a level as to drive their value 
much below the cost of production, and thus prevent their replace- 
ment) the adjustments necessary will only proceed very slowly 
and with great sacrifices of capital. But, apart from this loss of 
a portion of the savings, the final equilibrium of production 
will establish itself in that position where it would have been 
established right from the beginning had no increase in money 
supply intervened ; that is to say, at that point where the dimi- 
nution in the cost per unit of product brought about by the 
investment is just great enough to sell the larger quantity of the 
final product despite the fact that, owing to savings, only a 
smaller proportion of the total money stream goes to purchase 
it than hitherto. Although the schematic representation 
given above is only completely applicable to the case (to which 
we shall return Jater) of investment in circulating capital, it is 
also true in the case of investment in fixed capital that the neces- 
sary fall in the price of the final product manifests itself not 
only in a fall of the price per unit (which must take place even 
if an unchanged money-stream goes to buy a larger product) but 
also in a diminution in the proportion of the total money-stream 
which is available for the purchase of consumption goods. 

The difference between this case and that of investment in 
circulating capital lies in the fact that in the former case the 
demand for means of production in relation to the demand for 
consumption goods does not, in the long run, increase by the 
whole of the newly invested sum, but only by the amount neces- 
sary to keep the additional capital intact. So long as the 
production of additional capital is going on, the demand for 
consumption goods diminishes by the whole of the amount 
newly saved and invested.*? The transference of factors of 


°t In order to avoid too much complication in the exposition I disregard 
the case of an increase in the supply of capital leading to a more than 
proportional increase in the supply of fixed capital (or vice versa) which 
may occur owing to the fact that a fall in the rate of interest may render 
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production for the production of new means of production which 
is conditioned by this diminution, is, however, partly temporary. 
As soon as the new durable means of production are ready, and 
the production of final products can be correspondingly increased 
with their aid, the sums available for their purchase in the 
hands of consumers are not diminished by the value of the newly- 
invested capital, but only by that amount which is necessary 
for their upkeep and amortisation. But an amount of this magni- 
tude will always have to be put aside by the entrepreneur, and 
thus withdrawn from consumption. 

Even if he can only proceed to a renewal of fixed capital (in 
the absence of new savings) when the old is fully amortised, 
the sums accumulating for amortisation will increase the current 
demand for means of production in the meantime for the purpose 
of producing new means of production. The entrepreneur must 
try to invest these sums to the best advantage until he needs 
them himself, and thus will increase the supply of capital and 
exercise a further pressure on interest rates. Without going 
into the complicated processes which are conditioned by the 
temporary accommodation of sums accumulated for amortisation, 
it may be said that they signify a temporary transformation 
of capital (mostly in circulating form), but they also form 
a current demand for the production of capital goods. As a 
result, an increase in fixed capital will have the same effects 
as if every single undertaking continuously renewed the wear 
and tear of its plant, i.e. spent uniformly a greater proportion 
of its receipts than before the investment in new capital on the 
purchase of intermediate products, and a smaller proportion on 
the purchase of original means of production. As this implies a 
corresponding diminution in the amounts available for the pur- 
chase of consumption goods, investment in fixed capital will 
therefore also have the effect of ‘‘stretching’’ the money 
stream, that is to say, it becomes longer and narrower ; or, in the 
terminology of Messrs. Foster and Catchings, the circuit velocity 
of money diminishes. 


x, 


The same effects manifest themselves still more directly in the 
case of an investment of new savings in circulating capital. 
And yet, as the examples of Messrs. Foster and Catchings, 


it profitable to transform already existing investments in circulating capital 
into fixed capital. 
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Mr. P. W. Martin, and Mr. A. B. Adams show, this necessary 
concomitant phenomenon of every increase of capital, is, in just 
this case, very easily overlooked. ‘The explanation lies in the 
fact that the case of a single enterprise, which can always utilise 
its increased circulating capital for a proportional increase of 
its labourers and other means of production, is applied directly 
to the economic system as a whole, although it should be clear 
that an increase in capital, whether fixed or circulating, can only 
show itself in the economic system as a whole in an increase in 
intermediate products in relation to original means of pro- 
duction. 

One of the most frequent cases of an increase in circulating 
capital—it is the case which led Messrs. Foster and Catchings 
and their adherents to overlook completely the capital function of 
the invested savings—is the case which has already been men- 
tioned®’ of a relative extension of the more capitalistic branches 
of production at the expense of the less capitalistic ones. In this 
case, original means of production will be taken away from the 
latter and utilised in the former, without an increase in their 
fixed capital, so that at first the original means of production 
employed there increase relatively to the fixed capital. As has 
already been emphasised, it is not the increase in the volume of 
original means of production employed which is significant here, 
but the fact that they are now employed in a way which causes, 
on the average, a longer period of time to elapse between their 
employment and the emergence of their final product, and there- 
fore more intermediary products to exist at any moment than 
before. It is just because an increase in the supply of capital 
enables relatively more roundabout processes to be undertaken 
that the more capitalistic undertakings can now employ more 
labour (and possibly more land). 

At first the increased capital supply will result in the 
more capitalistic undertakings demanding more original means 
of production than hitherto, acquiring these by overbidding 
other undertakings. As more units of factors can only be 
acquired at a higher cost per unit, the extent to which they are 
able to do so depends on their expectations of an increase in 
total receipts from an increase in the volume of the product. In 
no case, however, will they be able to spend the total amount of 
new capital on increased employment of original means of produc- 
tion. Even to the extent that capital is used for that purpose 
in a single enterprise, this does not imply that part of the new 


52 See p. 148, note 45. 
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capital is definitely used to remunerate original means of produc- 
tion. By exactly the same amount by which this enterprise 
increases its expenditure on original means of production because 
it expects a corresponding increase of its receipts, other enter- 
prises will have to cut down expenditure on original means of 
production because their receipts will have undergone a corre- 
sponding decrease, and will be able to invest that part as capital. 

On the assumption, which we still adhere to, that the products 
of every stage of production come on to the market and are 
acquired there by the entrepreneur of the next stage, it is 
evident that only a portion of the newly-invested savings can be 
spent on original means of production, while another and, in the 
modern, highly developed, economy, much greater portion must 
be used to acquire additional quantities of the products of the 
previous stage of production. This portion will be all the 
larger, the greater the number of the stages of production (repre- 
sented by independent enterprises) and, as a rule, several times 
as large as the portion spent on wages, etc.** dt serves.the 
purpose of providing all the stages of production (up to the last 
stage, where the final products of the original means of produc- 
tion now employed in the longer processes emerge) with a corre- 
spondingly larger amount of intermediate products; or, which 
means the same thing, it makes it possible for the additional 
original means of production to be paid for continuously, period 
by period, so long as their additional product has not yet reached 
the final stage. 

After what we have seen in the case of investment in fixed 
capital, we can formulate the problem before us by asking how, 
when new investment in circulating capital takes place, the price 
relations between production goods and consumption goods must 
adjust themselves in order that production will be extended to 
such, and only to such an extent that the new savings just 
suffice to carry out the enlarged processes ? 

Again we can start by assuming that, in the long run, the 
new capital investment must bring about a fall of the price of 
the products in relation to the prices of the means of production. 
If entrepreneurs expect—as, if the volume of money were kept 


53 While, in assuming only one stage of production, the value of all 
products at the end of the production process equals the value of the means 
of production employed; on the other hand, on the assumption that equal 
quantities of original means of production are employed at every stage 
(the case represented in the footnote 46 at p. 145 above) the value of the latter 
is one and one-half times as great if two, two and one-half times if four, and 
five and one-half times if ten stages of production are assumed, and so on. 
(Cf. Bohm-Bawerk, Positive Theory, fourth German edition, Vol. I, p. 397-) 
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constant, they ought to expect from experience—that the prices 
of the products will fall absolutely, then from the outset they 
will only extend production in such proportions as to ensure 
profitableness even if the relative prices of products (as opposed 
to the means of production) fall. This means that the increase in 
production will be limited, right from the beginning, to that ex- 
tent which can permanently be maintained. If, however, un- 
changed prices are expected for the products, it would seem profit- 
able at first to attempt a further extension of production ; and that 
to the extent which would seem profitable at the present prices 
of the means of production. The latter will not increase at first by 
as much as will finally be necessary for the establishment of 
equilibrium ; they will rise only gradually as the increased 
demand for original means of production is passed on 
from the higher to the lower stages. With the progressive in- 
crease in the prices of the means of production, not only that 
portion of the additional production which would not have been 
undertaken if falling prices had been expected will become 
unprofitable ; but also—since hitherto too many means of produc- 
tion were used up, a greater scarcity ensues, and their prices 
will increase more than they otherwise would—some part of the 
production which would have been profitable but for the dissipa- 
tion of a part of the supply of means of production. Every 
attempt to prevent the fall of prices by increasing the volume of 
money will have the effect of increasing production to an extent 
that it is impossible to maintain, and thus part of the savings 
will be wasted. 


XI 


Let us now consider the case—fundamental to Messrs. Foster 
and Catchings’ analysis—in which production is completely 
integrated vertically, the case in which all stages of one branch 
of production are united in one undertaking. In such circum- 
stances there is no necessity to utilise certain parts of the 
money stream for the purchase of intermediate products; 
only consumption goods proper on the one hand, and the 
original means of production on the other are exchanged 
against money. The examination of this case is essen- 
tial to prove the validity of our thesis—partly because, in 
the existing economic order, the various stages of production 
are not always divided into separate undertakings, and there- 
fore an increase in the number of stages need not necessarily 
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bring about an increase in the number of independent undertak- 
mgs, but chiefly because the lengthening of the production 
process need not manifest itself in an increase in the number of 
distinguishable stages (as for the sake of clarity of exposition we 
have assumed up to the present), but simply in the lengthening 
of a continuous production process. 

It is however impossible for reasons which are obvious, but 
which were overlooked by their critics, to follow Messrs. Foster 
and Catchings in their assumption that all the various branches 
of production are also united in a single enterprise. If that 
were so, there would be no inducement for that undertaking to 
save money, or to take up the money savings of private indivi- 
duals ; and there would thus be no opportunity for private indivi- 
duals to invest their savings. If that undertaking is the only 
one of its kind, and therefore the only one using original means 
of production, it can—just as the dictator of a Socialist economy 
can—determine at will what proportion of the original means of 
production should go for the satisfaction of current consumption, 
and what proportion to the making or renewal of means of 
production. Only if, and in so far as, there is competition 
between the various branches of production for the supply of 
means of production, is it necessary, in order to obtain the addi- 
tional means of production requisite for an enlargement of capital 
equipment, to have the disposal of additional amounts of money 
(either saved for that purpose or newly created). Only in such 
circumstances does there exist, accordingly, any inducement to 
save. 

As it is clearly inadmissible to start from an assumption which 
renders the phenomenon to be investigated (i.e. the saving of 
individuals and companies) totally meaningless,“ we can go 
no further in our investigations than the case of the com- 
plete vertical integration of single branches of production. But 
here, after what has been demonstrated above, it can be shown 
without difficulty that, if a transformation of money savings into 
additional real capital is to come about, the investment must lead 
to a diminution in the money stream available for the purchase 
of consumption goods® (i.e. to that slowing down of the “ circuit 


54 Messrs. Foster and Catchings, it is true, expressly declare that their 
assumption about the number of undertakings is insignificant and in no way 
invalidates their reasoning (Profits, p. 270). They did not put forward any 
proof, however, and the fact that, even in trying to justify it, they do not 
realise that savings would be entirely meaningless under these circum- 
stances, is the best proof of how completely they misunderstand the real 
function of saving. tS ? 

55 At any rate for so long as the transition of production goes on. 
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velocity of money ”’ of which Messrs. Foster and Catchings are 
so afraid), and that savings can only be utilised to the best 
advantage when the supply of money remains unaltered and the 
price per unit of the enlarged volume of goods diminishes. 

Let us assume, therefore, that such an undertaking compris- 
ing all stages of production in one branch extends its production 
by ‘‘ corporate saving ’’ so that during the extension of capital 
equipment the sums necessary for this purpose are raised from 
profits (i.e. interest on capital and earnings of management). 
In this way it will be able to keep its demand for original means 
of production constant, although, owing to the transformation of 
production, it can temporarily only bring a smaller volume of 
ready consumption goods on to the market, and its current 
receipts must fall. It is a necessary condition of the longer 
duration of the new production process that either the undertak- 
ing cannot for a short period bring any goods on to the 
market or, if it apportions its sales uniformly through time, 
it can offer only a smaller amount of the finished product 
for a longer period. The savings accumulated through indi- 
vidual profits serve just this very purpose of making good the 
diminution of receipts and enabling it to undertake the more 
productive, but more lengthy process. It must not, therefore, 
devote the whole sum to obtain more original means of produc- 
tion than before, for part must be used for bridging 
over the time during which its receipts will fall below current 
expenditure. The time during which it will be able to cover 
the difference between outgoings and receipts by saving forms 
the limit to the possible lengthening of the production process. 

As long as the new investment is going on, a larger sum 
of money will be expended on means of production than that 
which is received from the sale of consumption goods at the 
same time. That occurs, as Messrs. Foster and Catchings 
repeatedly and correctly emphasise, by ‘‘ money that is once 
used to bring about the production of goods being again used 
to bring about the production of goods before it is used to 
bring about the consumption of goods,’’ i.e. that sums which 
represent the remuneration of capital and entrepreneurial 
services are utilised for the purchase of means of production 
instead of the purchase of consumption goods. What Messrs. 
Foster and Catchings misunderstand is the function of and 
the necessity for this relative increase in the demand for pro- 
duction goods and the corresponding diminution in the sales 
of consumption goods. It is the natural and necessary corollary 
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of saving, which, in terms of Crusoe-economics, consists in the 
fact that less consumption goods are produced and consumed 
than could be produced from the means of production employed. 
The simultaneous increase in the demand for original means of 
production, i.e. the increase in the sums spent in the last stage 
of production (from which the original factors are remunerated) 
during one economic period, does not imply that at a later stage 
the money demand for consumption goods has to be increased 
by a similar amount in order to enable the sale of the enlarged 
volume of finished goods. The increase in the demand for means 
of production originates from the lengthening of the production 
process; so long as this is going on, more means of production 
are produced at every stage than are consumed at the next; 
production will serve the double purpose of satisfying current 
demand with the older (and shorter) process, and future demand 
with the new (longer) process. The demand for means of produc- 
tion is therefore, so long as new saving is going on, greater 
in relation to the demand for consumption goods than in the 
absence of savings because (in contrast to the stationary eco- 
nomy where the product of the means of production used in 
every period equals the goods consumed in that period) the 
product of the means of production applied during the saving 
period will be consumed during a period which is longer than 
the saving period itself.”° 

In order that the means saved should really bring about that 
extension of productive equipment for which they are just 
sufficient, the expected prices must make just that exten- 
sion seem profitable. But that is (as should be clear by 
now, without a repetition of what has been said before) only 
the case when the money available for the purchase of the 
larger product is not greater than the part of the current outlays 
which served for its production. And since longer processes are 
more productive, in order that this may be the case, the unit 
prices of the product must now be less. Every expectation of 
future receipts greater than those necessary to cover the smaller 
costs per unit will lead to such excessive extensions of produc- 
tion as will become unprofitable as soon as the relative prices are 
no longer disturbed by the injection of new money. 

56 That is correctly recognised by Mr. A. B. Adams in his criticism men- 
tioned above of Messrs. Foster and Catchings in Profits, Progress and Pros- 
perity, where it is expressly stated (p. 18) : “Tf the physical volume of 
current output of consumers goods should equal the physical volume of all 


goods produced currently’ there could be no accumulation of permanent 
capital—there could be no real savings.” 
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XII 


There is no danger, therefore, that too much money will be 
spent on production in relation to the sums available for consump- 
tion so long as the relative diminution in the demand for consump- 
tion goods is of a permanent nature and the latter does not, as 
must be the case with changes in the relative demand brought 
about by changes in the volume of money, increase again and 
drive the prices of the original means of production to such a 
height that the completion of the more capitalistic processes 
becomes unprofitable. As it is not the absolute level of 
the prices of the product, but only their relative level in 
comparison, with factor prices which determines the remu- 
nerativeness of production, it is, therefore, never the absolute 
size of the demand for consumption goods, but the relative size 
of the demands for the means of production to be used for the 
various methods of producing consumption goods that deter- 
mines this relative profitableness. In principle, therefore, any 
portion, however small, of the total money stream ought to be 
sufficient to take up the consumption goods produced with the 
aid of the other portions, as long as, for any reason, the demand 
for consumption goods does not rise suddenly in relation to the 
demand for means of production, in which case the dispropor- 
tionate amount of intermediate products (disproportionate in 
relation to the new distribution of demand) can no longer be 
sold at prices which cover costs. 

The problem is therefore never the absolute amount of money 
spent for consumption goods, but only the question whether 
the relative demand for the consumption goods is not greater 
in relation to the money stream utilised for productive purposes 
than the current flow of consumption goods in relation to the 
simultaneous output of means of production. In this, and only 
in this case, will a disproportionate supply of means of produc- 
tion, and thus the impossibility of remunerative employment, 
arise, not because the demand for consumption goods is too 
small, but on the contrary because it is too large and too urgent 
to render the execution of lengthy roundabout processes profit- 
able. The idea of a general overproduction in relation to the money 
incomes of the consumers as Messrs. Foster and Catchings con- 
ceive it, is as untenable in a money economy as under barter. A 
crisis occurs only when the available supply of intermediate 
products in all stages of production in relation to the supply of 
consumers goods is greater than the demand for the former in re- 
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lation to the demand for the latter. Apart from the case of spon- 
taneous consumption of capital, this can only arise when either 
the supply of means of production, or the demand for consump- 
tion goods has been artificially and temporarily extended by credit 
policy. In either case a price relation will arise between means of 
production and finished products which renders production 
unprofitable. 


XIII 


That concludes our criticism of the cases in which savings 
are supposed to involve trade depression if the supply of money 
is not increased. The whole question is very similar to the old 
problem whether, when productivity is increasing, prices should 
remain stable or fall. As Mr. A. H. Hansen has pointed out, 
the argument of Messrs. Foster and Catchings is applicable 
not only to the effect of saving but also to all other cases of 
increasing productivity.°” To this extent, both authors became 
the victims of that uncritical fear of any kind of fall in prices 
which is so widespread to-day, aud which lends a cloak to all the 
more tefined forms of inflationism—a fashion which is all the 
more regrettable since many of the best economists, A. Mar- 
shall,** N. G. Pierson,”* W. Lexis,*’ F. Y. Edgeworth,” Pro- 
fessor Taussig®? in the past, and more recently Professor 
Mises,** Dr. Haberler,“ Professor Pigou,* and Mr. D. H. 
Robertson,** have repeatedly emphasised the misconception 
underlying it. 

But in the special case which Messrs. Foster and Catchings 
have made the basis of their proposals for stabilisation, their 


57 Business Cycle Theory, p. 44 (see Pp. 135, note 26). 

58 Cf, his evidence before the Gold and Silver Commission of 1887, now 
reprinted in Official Papers by Alfred Marshall, London, 1926, especially 

p y 


. OI. 

59 Cf. e.g. Gold Scarcity (translated into German by R. Reisch) in the 
Zeitschrift fiir Volkswirtschaft, Sozialpolitik und Verwaltung, Vol. IV, 
No. 1, Vienna, 1895, especially p. 23. 

60 On several occasions in connection with the bimetallist question, e.g. 
in the Verhandlungen der deutschen Silberkomission, Berlin, 1894.  Simi- 
larly C. Helfferich, E. Nasse, and ly. Bamberger. 

61 Cf. Thoughts on Monetary Reform, Economic Journal, 1895, reprinted 
under Questions connected with Bimetallism in Papers Relating to Political 
Economy, Vol. I, p. 42!. 

62 Cf. The Silver Situation in the United States, New York, 1893, pp. 104-12. 

63 Cf. Geldwertsstabilisierung und Konjunkturpolitik, Jena, 1928, p. 30. 

64 Cf. Der Sinn der Indexzahlen, Tiibingen, 1927, pp. 112 et seq. 

85 Cf. Industrial Fluctuations, second edition, London, 1929, pp. 182 et seq. 
and 255 et seq. 

66 Cf, Money, second edition, London, 1928. 
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argument is based on a different and less excusable misconcep- 
tion. What they entirely lack is any understanding of the 
function of capital and interest. The gap in their analytical 
equipment in this respect goes so far that, in their exposition 
of the theory of price, while most of the general problems are 
very thoroughly and adequately treated, any examination of this 
question is utterly jacking, and in the alphabetical index of 
Profits ‘‘ capital ’’ is only mentioned as a source of income. I 
cannot help feeling that, if they had extended their investi- 
gations to this field, or even if they had merely thought it worth 
their while to make themselves familiar with the existing litera- 
ture of a question so cogent to their problem, they would them- 
selves have realised the untenable nature of their theory. In the 
literature of monetary theory (with the exception of the works of 
K. Wicksell and Professor Mises, which are probably inacces- 
sible to them for linguistic reasons) they will, of course, look 
in vain for the necessary explanation, for so many writers on 
this subject still labour under the sway of the dogma of the 
necessity for a stable price level, and this makes recognition 
of these inter-connections extraordinarily difficult. But just as 
Mr. R. W. Souter, their prize-winning critic, recommended 
them to read Marshall, so I would recommend them, still more 
urgently, to make a thorough study of Bohm-Bawerk, whose 
main work, if only in the first edition, is available in English 
translation. 


XIV 


We have repeatedly had occasion while examining the theory 
of Messrs. Foster and Catchings to point to the effects which 
would ensue if the proposals based upon it were put into 
practice. But it may well be that the contrast between the real 
effects of such proposals and the expectations based upon them 
may not yet be sufficiently clear. And as similar demands 
are continually being brought forward everywhere for all kinds 
of reasons, it seems worth while finally attempting a systematic 
account of the actual consequences to be expected if they were 
really carried out. 

It has already been explained that Messrs. Foster and Catch- 
ings’ proposals for reform involve increasing the volume of 
money, either through consumers’ credits or the financing of 
State expenditure, in order to bring about the sale at unchanged 
prices of a volume of products enlarged by an increase of 
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saving. The effects of such increases of money spent on con- 
sumption can best be demonstrated by contrasting them with the 
effects of additional productive credits. We shall work under the 
assumption used in the previous analysis, where the different 
stages of production are in the hands of different undertakings. 
The application of this reasoning to that of the completely 
integrated branch of production should follow more or less of 
itself. 

We may take as a starting-point the result of our previous 
demonstration of the effect of saving, the volume of money 
remaining unchanged (Scheme B, p. 146). According to this the 
relation of the demand for consumers’ goods to the demand 
for means of production changed from £1,000: £8,000 to 
f900: £8,100, or from 1:8 to 1:9, so that the number or 
stages increased correspondingly from 9 to 10. Now let us 
assume that, in accordance with the proposal of Messrs. Foster 
and Catchings, at the moment when the enlarged product comes 
on to the market, the volume of money is increased by the same 
sum as the sums spent on production, i.e. by £100°" and that 
this additional sum is spent exclusively on consumption goods. 
Because of this, the demand for consumption goods again in- 
creases from {900 to £1,000, while the sums available for means 
of production remain unchanged, so that the relation between the 
demand for the two groups of goods changes from £900 : £8,100 
to £1,000 : £8,100, i.e. the relative size of the demand for means 
of production in comparison with the demand for consumption 
goods falls from 9 times to 8.1 times the latter. The trans- 
formation of production conditioned by this, in the form of a 
shortening of the productive process, comes about in the manner 
represented in Scheme C. As the number of stages of produc- 
tion, under our assumption, must then be 8.1, the last stage 
(No. 10) must be represented by a value which is only one-tenth 
of the rest. 

67 In fact we ought to take an increase of £200, since, as a consequence of 
saving, the difference between the sums spent on production and on con- 
sumption goods increases by that amount. As by taking this larger amount 


the effect demonstrated will only become more pronounced, it will suffice to 
regard the more simple case given in the text. 
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ScHEME C 


(£100 is added to the circulation as credit to consumers.) 


Demand for consumption goods (= products 3 
of stage of production No. 1) I,000 
No. 2 1,000 
No.3 I,000 
No. 4 I,000 
Demand for the products of the stages No. 5 eee 
of production No. 6 gocity 
No. *7 1,000 
No. 8 1,000 
No. 9 I,000 
No. 10 100 

Total demand for produced means of 

production—8.1x1I,000 = ... i 8,100 


Demand for consumption goods in relation to the demand for 
produced means of production—1 : 8.1. 


But this shortening of the production process to the point 
where it stood before the investment of new savings (cf. Scheme 
A, p. 145) need not be the final effect, if the increase in money 
occurs only once and is not repeated again and again. The ex- 
tension of production became possible because producers con- 
sumed, instead of one-ninth (Scheme A), only one-tenth (Scheme 
B) of their total receipts, and utilised the rest for the purpose of 
keeping their capital intact. In so far as they persist in their en- 
deavour to keep their capital intact, in spite of the diminution of 
the purchasing power of those parts of their receipts which are 
conditioned by the appearance of new money, the demand for 
consumption goods in relation to that for means of production 
will again shift in favour of the latter as soon as the demand 
for the former is no longer artificially extended through addi- 
tional spending power. ‘To this extent the shortening of the 
production process and the devaluation of fixed plant connected 
with it will only be temporary; but this is contingent upon 
a cessation of the flow of additional money. What is important, 
however, is that (even in an expanding economic system) such 
an inflationist enlargement of the demand for consumption goods 
must, im itself, bring about at once similar phenomena of crisis 
to those which are necessarily brought about in consequence of 
an increase in productive credits, as soon as the latter cease to 
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increase or thevr rate of flow diminishes.** This will be best under- 
stood if we represent this case schematically also. We again take 
Scheme B (p. 146) as our starting-point, assuming that, in accor- 
dance with prevalent opinion, the extension of production is 
taken as a justification for an extension in money supply. This 
extension, however, takes the form of productive credits. For 
simplicity, we assume that the additional money injected in the 
form of productive credits amounts to £900, and, therefore, the 
relation between the demand for consumption goods and the 
demand for production goods alters, as compared with the case 
represented in Scheme B, from £900 : £8,100 to £900 : £9,000, or 
from 1:9 to 1:10. 

The proportional increase in the demand for means of pro- 
duction as compared with the demand for consumption goods 
enables an extension of the production process as compared with 
the position in Scheme B, thus: 


ScHEME D 


(In the situation depicted in Scheme B £900 are added as credits 
to producers, first stage.) 


Demand for consumption goods (= products : 
of stage of production No. 1) goo 
“No. 2 goo 
No. 3 900 
No. 4 goo 
No. 5 goo 
Demand for the products of the stages / No. 6 goo 
of production | No. 7 goo 
No. 8 goo 
No. 9 goo 
No. 10 ferele) 
No. 11 goo 

Total demand for produced means of 

production—Io0 x 900 = ... we 9,000 


Demand for consumption goods in relation to the demand for 


produced means of production—1 : Io. 


68 It would be a mistake to argue against the representation of the effect 
of consumptive credits above by saying that the War-inflation was also 
brought about by additional expenditure on consumption, and yet did not 
lead to crisis, but, on the contrary, to a boom. The War-inflation could 
never have led to such an extension of production as it actually did had 
the additional credits only been given to undertakings in the form of pro- 
ceeds for the sale of products, and not—whether in the form of pre-pay- 
ments or directly in productive credits—placed at their disposal in advance 
for the purpose of extending production. One should visualise what would 
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This lengthening of the productive process, however, can 
continue only so long as the demand for means of production 
is kept at the same relative level through still further additions 
of producers’ credits; i.e. so long and so far as the durable 
production goods produced on account of the temporary increase 
in the demand for means of production suffice to carry on produc; 
tion of this extent. As soon and in so far as neither of these two 
assumptions remains true, all consumers whose real income was 
diminished through the competition of the increased demand 
for means of production will attempt to bring their consumption 
up again to the previous level, and to utilise a corresponding 
portion of their money income for the purchase of consumption 
goods. But that means that the demand for consumption goods 
will increase again to more than one-tenth of the total demand 
for goods of every stage. Accordingly, only a smaller proportion 
of the total money stream goes to buy produced means of produc- 
tion, and the following changes in the structure of production 
will occur : 


ScHEME E 
(Same as Scheme D, second stage.) 

Demand for consumption goods (= products £ 
of stage of production No. 1) 1,000 
No. 2 I,000 
No. 3 I,000 
No. 4 I,000 
Demand for the products of the stages ie : ue 
of production Gi ae 
No. 7 1,000 
No. 8 I,000 
No. 9 I,000 
No. 10 1,000 


Total demand for produced means of 
production—g x 1,000 = ... ase 9,000 
Demand for consumption goods in relation to the demand for 
produced means of production—1 : 9. 


have happened had the increase in the demand for consumption goods 
always preceded the increase in the sums available for the purchase of 
means of production. And one would soon realise that this would only 
have rendered production of the present extent unprofitable, and would 
have led to a diminution of the productive apparatus in the form of a 
consumption of capital. During the War, this phenomenon was also ren- 
ae Noe : eo ee itrebae 2 of specious profits following cur- 
rency depreciation, which caused entrepreneu 

een Deena bec p rs to overlook that they were, 
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Without any further change in the volume of money, and only 
because the increase in the form of productive credits has ceased, 
the whole production process, and thus the length of the circuit 
velocity of money, tends again to contract to the old level. This 
contraction, which naturally involves the loss of those means of 
production which are adapted to the longer processes, and which 
is directly occasioned by the rise in the price of the means of 
production brought about by an increase in the demand for con- 
sumption goods, which renders the longer processes unprofitable, 
is a typical phenomenon of any crisis. As is easily seen, it is 
of the same nature as the effects of a relative increase in the 
demand for consumption goods brought about by consumers’ 
credits. 

It is just because with every increase in the volume of money, 
whether it is made available first for consumption or first for 
production, the relative size of the demand for those means of 
production which already exists or which has been directly 
enlarged by an increase in money must eventually contract in 
relation to the demand for consumption goods, that a more or less 
severe reaction will follow. This frantic game of now enlarging, 
now contracting the productive apparatus through increases in 
the volume of money injected, now on the production, now on the 
consumption side, is always going on under the present organisa- 
tion of currency. Both effects follow each other uninterruptedly 
and thus an extension or contraction of the productive process 
is brought about, according to whether credit-creation for pro- 
ductive purposes is accelerated or retarded. So long as the 
volume of money in circulation is continually ‘changing, we can- 
not get rid of industrial fluctuations. In particular, every 
monetary policy which aims at stabilising the value of money 
and involves, therefore, an increase of its supply with every 
increase of production, must bring about those very fluctuations 
which it is trying to prevent. 

But least of all is it possible to bring about stability by that 
“ fnancing of consumption ’’ which Messrs. Foster and Catch- 
ings recommend, since there would be added to the contraction 
of the production process which automatically follows from in- 
creases of productive credits a still further contraction because of 
the consumptive credits, and thus crises would be rendered 
exceptionally severe. Only if administered with extraordinary 
caution and superhuman ability could it, perhaps, be made to pre- 
vent crises : if the artificial increase in the demand for consump- 
tion goods brought about by those credits were made exactly to 
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cancel the increase in the demand for means of production brought 
about by the investment of the current flow of savings, thus pre- 
serving constant the proportion between the two, this might 
happen. But such a policy would effectively prevent any increase 
in capital equipment and completely frustrate any saving what- 
ever.®* There can be no question, therefore, that in the long run, 
even a policy of this sort would bring about grave disturbances 
and the disorganisation of the economic system as a whole. So 
that, we may say, in conclusion, that the execution of Messrs. 
Foster and Catchings’ proposals would not prevent, but consider- 
ably aggravate, crises; that is, it would punish every attempt at 
capital creation by a loss of a portion of the-capital. Carried 
through to its logical conclusion, it would effectively prevent every 
real capital accumulation. 

That this unavoidable, and, in my opinion, unquestionable 
effect has not as yet been emphasised in the discussion on Messrs. 
Foster and Catchings is a disturbing indication of the insight into 
the significance of these problems existing in expert circles. The 
effect of their teaching on popular opinion is less remark- 
able when it is considered that proposals of a more or less infla- 
tionist tendency—less extreme, perhaps, but in substance exactly 
similar—are put forward to-day by economists of very high 
repute.”° They are the prevalent fashion of contemporary 
economics. It is hoped that in exhibiting the objections to 
such proposals this essay will serve a purpose no less im- 
portant than the refutation of Messrs. Foster and Catchings. 
Against the popular fallacy that a general crisis can be averted 
by extension of credit, the same arguments are valid as those 
used in refuting the theories we have been studying. For the 
same reasons the great expectations attached to a postponement 
of public works to times of depression seem to me fallacious. In 
so far as they are financed by additional credits—and only then 
can they form an additional demand-—-they must bring about 
all those evil effects which, as we have seen, arise when money 
is increased for consumptive purposes. Indeed the whole expe- 
diency of such attempts to alleviate unemployment by relief 
works and so on, is in the light of this analysis highly question- 
able. If an excessive extension of productive equipment has 
been once begun, and the impossibility of carrying it through 
has manifested itself in a crisis, the appearance of unemploy- 
ment and the resulting diminution of the demand for consump- 


69 Cf. the remarks of A. B. Adams, quoted above, p. 159, note 55. 
70 This was written in 1929! 
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tion goods may be the only way to set free the means necessary 
to complete at least a part of the enlarged productive equipment. 
This can only be mentioned as a possibility. It is by no means 
asserted as self-evident, nor is any examination of its validity 
here attempted. 


[MAY 


The Theory of Uncertainty and Profit 


By J. R. Hicks. 


Or all the traditional branches of economics, the theory of profits 
has had the greatest difficulty in attaining the “‘ safe path of a 
science.’? Our knowledge of the causes determining value, or 
wages, is indeed incomplete ; but in these fields we do not find, 
and have not found for some considerable time, that fundamental 
disagreement among competent writers about the mere direction 
of approach, or that utter failure of promising lines of inquiry 
to yield results of any great importance, which Kant declared to 
be the marks of a science still groping in the dark. -Until lately, 
however, the theory of profits does seem to have remained in 
this dismal situation. Mangoldt, Walras, Marshall, and J. B. 
Clark were four of the most distinguished economists of the latter 
half of the nineteenth century; but the theories of profit put 
forward by these writers are fundamentally irreconcilable. 
There is not even a line of progress from one to the other; the 
theory seems to come perpetually to a standstill; ‘‘ it retraces its 
steps again and again, and strikes into fresh paths.’’*? And this 
position was the more disastrous in that profit is not one of those 
parts of economics which only appear after a more or less pro- 
longed study of the subject. It is impossible to avoid a discussion 
of profit in the most elementary exposition of economic science. 
This skeleton could not be kept in the cupboard. 

To-day the situation is considerably changed, and it has been 
changed by Professor Knight’s Risk, Uncertainty and Profit. 
At the very least, that work has laid securely the first founda- 
tion on which any future theory of profits must rest—the de- 
pendence of profits on uncertainty. That is a service whose 
importance can hardly be over-estimated. It commits us finally 
to one and one only of the various roads that earlier economists 
had explored. It puts us on the right track. 

Nevertheless, this is not enough. We require to know, not 
only in what economic phenomena we are likely to find an 
explanation of profit, but exactly what profit is, and what are 


1 Kant, Critique of Pure Reason, Preface to second edition. 
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the causes that determine its magnitude. And here I, at any 
rate, find Professor Knight’s treatment much less satisfactory. 
It is quite true that much modern economic analysis has be- 
come endlessly confused about profit because it had unconsciously 
excluded from its field of study those very phenomena from 
which profit arises. But this seems to me no reason for suppos- 
ing that the methods of economic analysis are not capable of 
solving the problem of profit if they are once seriously applied to 
it. It is because I feel a conviction that an economic theory of 
profit should be based on economics and not on metaphysics and 
psychology that I here venture to suggest a line of approach 
alternative to that followed by Professor Knight in the latter 
part of his book. 

Some metaphysical foundations—some assumptions about the 
application of probability to economics—are indeed unavoidable. 
But these should surely be kept as simple as possible. In the 
following discussion it will be assumed that in any economic 
operation whose result cannot be certainly foreseen, there are 
objective chances of various results. Where a large number of 
identical operations are undertaken, this is unquestionably true. 
The chance of a particular result in any particular operation will 
be the ratio of the number of cases in which that result occurs 
to the total. And most operations which do not form part of a 
class of this sort, are nevertheless separable into partial opera- 
tions which do; or if not, they form part of a class of nearly 
similar operations, in which we cannot speak of chances with 
the same perfect accuracy, but still our error is not large. Those 
“‘ unmeasurable risks’ or ‘‘ true uncertainties ’? which escape 
any such classification, and which bulk so large in Professor 
Knight’s theory, must justify their claim to a large measure of 
our attention by showing that a satisfactory theory of profit 
cannot be constructed without paying special attention to them. 
I believe it can. 


I 


The first proposition in any modern theory of profit must be 
that which maintains the inevitable connection between profit 
and uncertainty. In a market in which the course of future 
events was entirely foreseen, profit could not exist. All ser- 
vices would be remunerated at rates fixed in advance according 
to the value of their marginal products, allowance being made 
for changes in these values during the periods for which the 
contracts were to run. ‘There would be no “‘ residue’; a firm 
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need not take the form of one group paying wages to another 
group, but might as well be a co-operative association, of which 
all, capitalists and labourers, were equally members, and from 
which all drew their remuneration in the same familiar way.* 

Nevertheless, although there can be no profit without uncer- 
tainty, in an organised society profit is not.the only form of 
income that arises from uncertainty; still less is it the only 
economic symptom of it. If we were ‘‘ isolated men,” this 
indeed might not be the case. For an isolated man, the economic 
uncertainty that is relevant to his activities is the chance that 
the result of his labours (and waitings) will fall short of his 
expectations or will exceed them. Every operation in which he 
engages will be subject to more or less of this kind of uncer- 
tainty, and his total income is thus uncertain, since it depends 
not only on his own exertions and on the known qualities of his 
land and his tools, but on their unknown qualities and his own 
unknown qualities, the chance of earthquake, accident or disease. 
According to the definition which I shall subsequently recom- 
mend, his income would be a profit-income, albeit of a 
rudimentary kind. 

But even in his case, not quite all the uncertainty to which 
his operations are exposed will exert a direct effect on the size 
of his income. His income is made up of the returns to separate 
operations, and in each of these operations there is a chance, 
which may be large or small, of any given divergence from the 
most probable result. But if we are measuring his income over 
a fairly long period of time, it is probable that the uncertainty 
will be somewhat reduced by the mere number of separate re- 
turns of which his income is composed. Of course, since the 
operations are not independent (if Robinson got a touch of 
malaria it would affect them all adversely) this reduction will 
not be very considerable. But I find it difficult to believe that 
there will not be some grouping and some setting-off, so that if 
we supposed, for argument, that the chance of each operation 
falling short of the expected return by a given percentage was 
the same (p), the chance of the whole income falling short by 


? In this fundamental principle, Knight was anticipated by Hawley, and 
to some extent, by Mangoldt. Cf. Hawley in The Risk Theory of Profit 
(Q.J.E. VII, 465) : ‘‘ The circumstance that no single concrete example can 
be cited in which the entire elimination of risk is not coincident with the 
elimination of the residue of the product is conclusive of the element of 
risk being the fundamental characteristic of the entrepreneur function.” 
And Mangoldt (Lehre von Unternehmergewinn, p. 36) : ‘“‘ Nicht in der Ver- 
bindung verschiedener Produktionsmittel, sondern in deren Anwendung 
auf eigene Gefahr liegt das Wesen der Unternehmung.”? But what in these 
is largely intuition, in Knight is demonstration. 
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the same percentage would be less than  — however small the 
difference might be.* 

In organised society, we have to take account not only of a 
much more extended tendency to the reduction of effective risks, 
but also of an institutional mechanism whereby the remaining 
effective risks can be borne in one of two ways. I mean the 
institution of hiring in advance. A man may perform services, 
or provide other forms of resources for use in production; and 
he may do this either for a fixed payment, agreed on before he 
performs his share in the bargain, or for a payment which de- 
pends in some agreed way on the result of the productive process, 
whatever that result may be. There are thus three main ways 
by which, in organised society, risks may be dealt with. 

(1) As a result of economic organisation, the risks inhering 
in particular processes may be reduced. 

(2) The resultant or effective risks may be borne by certain 
persons in return for a fixed payment. 

(3) The effective risks may be borne for a payment whose 
amount will vary with the return given by the operation in 
question. 

In order to lay bare the essentials of the theory of profit, we 
must first examine carefully the nature of these three alterna- 
tives, and then discuss in what manner the risks inherent in 
production will be divided between them. We shall find that 
the last of these classes alone engenders what is entitled to the 
description of profit, but the nature of profit and the causes 
determining its magnitude can only be conveniently discussed 
as part of the wider problems here proposed. 


I 


With the development of organised co-operative production, 
the reduction of risks also develops on-a scale far beyond the 
reach of an isolated man. Reduction of risks is not the only, or 
indeed the main cause which leads to co-operation and specialisa- 
tion; but production on a larger scale does nevertheless have a 
tendency to reduce risks. What matters to a firm is not the risk 
of failure or imperfect success in any one of its particular 
operations or processes, but the chance of a considerable diver- 
gence from the most probable number of successes over the whole 
output. And, by a simple application of the law of large num- 


3 Of course, a particular operation may not only fail to yield the expected 
return, but result in a net loss. The fire may not merely fail to roast the 
pig satisfactorily, but also burn down the house. Even in this case “‘ group- 
ing ” will usually diminish the risk, in so far as the operations are inde- 
pendent. But in the case of an isolated man that will not be very far. 
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bers, it can be shown that this chance diminishes rapidly as the 
number of operations increases. If the chance of failure in a 
given operation is }, then it is clear that the chance of total 
loss might be great enough to deter many people from under- 
taking it. But if 1,000 exactly similar operations were under- 
taken, then although we still could not say that the result of 
the whole enterprise was certain, there would be a practical cer- 
tainty of at least 750 successes. The risk would not be abolished, 
but it would be considerably reduced. And as the number of 
operations increased, the nearer we should get to absolute 
certainty.* 

This is by far the most important way in which the natural 
growth of industry reduces risks; but it may be observed that 
other ways are possible. There is a certain class of events 
which are unfavourable for some types of production, but 
favourable for others. Of these the most important are varia- 
tions in the weather, and price changes. Certain kinds of 
technical development may bring together under the same con- 
trol these complementary operations. In such cases the risks 
will offset one another, and the total risk will. be reduced. 

Lastly, any change in the means and ends of production will 
affect the causes of those favourable or unfavourable events 
whose occurrence is uncertain but possible, and which are liable 
to affect the success of an undertaking. The use of plate-glass 
windows increases the risk of window-slashing ; the use of electric 
light diminishes the risk of fire. Whether the use of advanced 
methods of production diminishes or increases risks on the 
whole, is a difficult question. But in any case the head of a 
firm will have to face the risks inherent in the kind of produc- 
tion and the methods of production he has chosen to adopt. 

For any given technique and any scale of production, there 
is thus a corresponding amount of uncertainty incurred. There 
is a chance that the business will be completely destroyed with 
all the resources used in it; there are varying chances of lesser 
degrees of failure, and at the same tire chances of all sorts of 
degrees of success. This “‘ scheme’ of chances will depend, 

* In practice, this tendency loses a certain amount of its effectiveness (1) 
because the separate operations performed in a business are not usually 
exactly similar, (2) because they are not completely independent. One 
workman makes more mistakes than another; and on the other hand, cer- 
tain kinds of accidents not merely result in a failure of the particular 
process being worked at the time, but by’ damaging labourer or machine 
or by starting a conflagration, reduce the firm’s total resources over a 
long or short period. Nevertheless, so long as there is some basis of 


similarity and some degree of independence, increase of the scale of a 
business will reduce most kinds of risk to some extent. 
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as we have seen, on the technique and the scale of operations, 
and although it is unlikely that these will be chosen mainly 
from a consideration of the risk they involve, it is nevertheless 
clear that by varying them, a business can vary to some extent 
the risk it runs. We may find the head of a business hesitating 
between two schemes of production, of which one is more effi- 
cient than the other, but also more risky. It may be worth 
while to sacrifice some efficiency in order to acquire greater 
security. The chance of total loss will be diminished, and so, 
perhaps, will the chance of partial loss; yet since his costs are 
greater, the chance of any given amount of net gain is also re- 
duced. The principles on which such a decision will be based 
are derived from considerations that we have yet to examine. 
Here it is only necessary to point out that such decisions are 
made. One way of dealing with the uncertainty involved in a 
given undertaking is to reduce that uncertainty by changing 
the scale and technique of production. But how far this will be 
done clearly depends on the availability of other methods.’ 


5 It will be observed that here and throughout this paper I speak of 
“reduction ’? of risks, and not, as Professor Knight sometimes does, of 
** elimination.’’ Professor Knight’s doctrine of ‘‘ measurable risks ”’ is one 
of the parts of his teaching that I am quite unable to accept, at any rate 
in the uncompromising form in which he first states it. (Risk, Uncertainty 
and Profit, pp. 43 ff.) It is quite true that there are certain kinds of risk 
that are practically eliminated in a business of reasonable size—Mangoldt’s 
‘* Champagnerfabrikant ”’ with his broken bottles is the classical example 
of this. Experience has shown that the chance of failure is expressible by 
a definite fraction. But even here the possibility of elimination depends 
on the size of the business. It will not necessarily be desirable to extend 
a business beyond what would from other points of view be the optimum 
size in order to eliminate completely a small risk. Nor will it necessarily 
be worth while to eliminate such a risk by insurance. Insurance involves 
costs of administration and it is once more a question of balancing advan- 
tages whether these costs should be insured or not. 

Further, the grouping of measurable risks is simply a limiting case, and 
not a very important one, of the general principle of reduction. Reduction 
is applicable even when experience does not give us sufficient ground for 
a knowledge of the exact chances. Even Professor Knight himself admits 
this (ibid., p. 239) and the whole case has been admirably stated by 
Professor Hardy. : ; 

‘“ All applications of the law of averages rest on a grouping of things, 
unlike in many respects, into classes, on the basis of certain similarities ; 
if cases nearly alike are infrequent, we must do our grouping on the basis 
of less homogeneous classes. If the classification is crude, or if the cases 
are not numerous, the statistical method loses its accuracy. But these 
cases certainly shade off into Professor Knight’s ‘true uncertainties ’ by 
imperceptible degrees, the margin of error getting larger as the evidence 
gets more scanty.’? (Risk and Risk-bearing, p. 55.) ; ( 

It is neither completely true to say that all ‘‘ measurable risks ”? will be 
reduced by grouping, nor that only measurable risks will be reduced, 
though indeed it is only measurable risks that can be eliminated. If it is 
maintained that the doctrine of measurable risks gives a fair approxima- 
tion to the truth, that may be admitted; but an approximation is of 
little use when it is no simpler and less illuminating than the truth itself. 
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III 


Assume, then, for the present, that the form and scale of our 
firm are given. How will the remaining effective uncertainty 
be borne? Who will suffer the losses and pocket the gains which 
result from the varying fortunes of the enterprise? 

There seem to be two possible ways of dealing with the re- 
maining uncertainty. (1) Certain specific risks can be trans- 
ferred to outside parties; (2) the remainder must be borne by 
those actually co-operating in the firm, bringing their labour 
or their capital or both. In what follows we shall be mainly 
concerned with the second of these alternatives. The first 
(including insurance, in a broad sense, and speculation) is in 
many ways closely related to the technical adjustment of risks 
already discussed. But it is also in part a distribution of risks 
among those most willing to bear them, and the operation of 
that we shall proceed to illustrate in a more general case. When 
this has been done, the analysis of insurance will present few 
difficulties, and for the sake of brevity will be omitted in this 
paper. 

A conceivable form of economic structure would be one in 
which all the parties to a firm shared in the same way in the 
risks of enterprise. Labourers and capitalists would form a 
co-operative association, each participating in the ‘‘ ownership ”’ 
of the business, and each consequently drawing his remunera- 
tion in the form of an agreed proportion of the firm’s income. 
But in practice such a scheme is highly exceptional. Partly for 
historical reasons, but partly, as we shall see, on account of its 
usually superior efficiency, enterprise has generally taken 
another form. ‘The co-operating parties are divided into two 
groups, one only of which receives a remuneration depending on 
the firm’s success (that is to say, receiving a share of profits). 
The members of the other receive a remuneration which is not 
directly contingent on the result of the operations in which they 
collaborate, but which is fixed before the act of collaboration is 
performed. The first group receives profits; the second receives 
wages, interest, or rent.® 

The slightest consideration of the history of industrial struc- 
ture will show that although this division has nearly always 


6 This definition of profit (originally due to Cantillon) has been revived 
by Professor Cannan. (Review of Economic Theory, p. 311.) It has in 
its favour the powerful consideration that it gives the exact sense in which 
the term is used in practical business; as other definitions most palpably 
do not. And I think we shall find that it leads us to a rather deeper 
knowledge of the nature and causes of profit than other definitions do. 
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existed, it has by no means always, or even usually, coincided 
with the traditional division of the factors of production. In 
some stages of industrial development it has been nearly true to 
say that while labour receives wages, capital receives profits ; 
but it has never been quite true. At other times it has seemed 
appropriate to identify the receiver of profit with the provider 
of some particular sort of labour, i.e. management or organisa- 
tion; but hardly had organisation been promoted to the rank of 
a separate factor of production when the growth of the salaried 
manager deprived this scheme of its plausibility. To-day we 
must surely admit that the decision whether any factor of pro- 
duction is to be paid by a share of profit or by a previously fixed 
reward does not depend on the nature of the service rendered. 
Profit is not in any sense correlative with wages and interest. 
The distinction between wages and interest does depend on thé 
nature of the service; the distinction between them and profit 
depends on the way the service is remunerated. 

The division between the two groups is in fact a scheme for 
the distribution of risks; but it is not a simple scheme whereby 
all risks are transferred from one group to the other. The 
group whose payment is fixed in advance does retain some risks, 
in particular, the risk that when the service has been per- 
formed, the payment will not be made. Legal provisions have 
reduced this risk to a minimum, but they cannot abolish it 
altogether, since it is always possible that the enterprise will 
yield a return which is insufficient for the firm to cover its 
commitments. ‘This is in fact practically the only risk which 
is left to the capitalist who invests in fixed-interest-bearing se- 
‘curities ; but to the labourer who is being paid in what is logically 
the same way, it is much less important than the risk that the 
service that he performs will involve him in some danger to 
life and limb, for which Workmen’s Compensation will most 
inadequately compensate. In the cases of both labour and 
capital, then, it is impossible for the party who is engaged at a 
fixed payment to be relieved of all risks—but the risks are very 
considerably reduced, and the kind of uncertainty borne is very. 
considerably changed. 

The difference between the kinds of uncertainty borne by the 
two groups can be easily illustrated by the method of frequency 
curves.’ Along OX we plot sums of money; along OY frac- 
tions expressing chances. Suppose the chance that a particular 


7 First, I think, used for this sort of problem by Professor Pigou. 


(Economics of Welfare, Appendix A.) 
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unit of capital or labour will bring to him who supplies it a gain 
of £50, is 4. Then we shall plot OM=50 (£’s) and PM=§. 
In this way the whole uncertainty of the result of a particular 
investment can be expressed in the form of a curve and we can 
read off from the curve the chance that the investment will give 
any particular result.* 

Where resources are hired for a fixed payment, but there is 
a possibility that the payment will not be made (or not made in 
full) or that some incidental misfortune will overtake the lender 
as a result of the investment, then the uncertainty-curve will 
take the form shown in Figure 1. When resources are exposed 
to uncertainty, and the reward is to be a share.in the net return, 
whatever it is, the form of the curve will be as in Figure 2. In 
many cases the curves will be much less dissimilar than those 
shown in the diagrams, but so long as there is a maximum pos- 
sible reward, and the chance of that maximum being paid is 
relatively large, the case falls into the first class. (In either 
case, of course, there may or may not be the chance of a nega- 
tive return.) 

When the first method of hiring resources is used, the ques- 
tion is simply one of demand and supply at various promised 
rates of payment. Supply will, of course, be considerably 
affected by the confidence of lenders in the realisation of their 
expectations. Where the second method is used, however, we 
can no longer treat the problem as one of equilibrium at a rate. 
Yet for any given set of terms (or uncertainty-curve) there will 
be a certain supply of any given kind of resources (including 
the resources furnished by the ‘‘ entrepreneur ’’ himself if we 
are dealing with a private business). Similarly, as we shall see, 
there will be a certain demand. In either case, a change in the 
terms offered will change the form of the uncertainty-curve, and 
this change will react on the demand and supply of the resources 
in question. By changing the terms, demand and supply can 
thus be brought into equilibrium as in ordinary price-theory. 
But whereas in price-theory, the adjustable index is a numerical 
ratio, here it is a relation or function, and to complete our com- 
prehension of the nature of this equilibrium we must examine 
how changes in the function react on demand and supply.?® 


8 This statement is, of course, not quite accurate. But anyone acquainted 
with the theory of statistics can make the necessary emendation, and 
refinements in this direction would be out of place here. 

® Let p be the chance that a return of £x will be secured from the 
investment of one unit of a certain kind of resources. 

Then various schemes of uncertainty can be represented by functions 


p=¢,(x), P= ¢,(X). 
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If Z,, Z, represent the quantities supplied when the anticipations of 
reward are ¢,, ¢, the conditions of supply can be represented by the 
function Z=f(¢). Similarly: the conditions of demand can be represented 
by Z’ =F(¢). 

If Z’ is greater than Z, it will be necessary to revise the terms in 
favour of the lender. A scheme ¢’ must be proposed, so that 


£(¢’)> f (9). 
It must therefore next be examined how changes in the form of the 
function ¢ will affect the demand and supply of resources. 
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IV 


What, then, will be the effect of a change in the chances of 
reward on the supply’? of resources for a given employment? 
The simplest possible assumption would make everything de- 
pend on the “‘ expectation ” of reward, in the sense in which 
that word is used in the theory of probability—the sum of the 
products of chances and quantities of return anticipated.** Of 
two alternatives the investor would go to that one where the 
expectation of reward was higher, and thus if the expectation 
was increased, the supply offered would increase too. 

If this assumption were correct, and if the estimates of in- 
vestors were either accurate or showed no bids in either direc- 
tion, then we should arrive at the interesting conclusion that no 
net share in the National Dividend was to be attributed to any- 
one for the bearing of risk. In the long run, and over large 
groups of people, successes and failures would balance, so that 
the return received by the whole body would be the same as if 
their investments had carried no risk at all. 

But this conclusion, in many ways so convenient, is not really 
consistent with observed facts. For it also follows from this 
assumption that any two schemes of uncertainty, where the 
expectation was the same, would be indifferent to the lender. 
And this as a general rule seems highly unlikely. It would 
mean that people would be equally ready to invest in an under- 
taking that promised a safe £100, in one which promised equal 
chances of £200 or nothing, and in one which promised nine 
chances of £110 to one of £10. It seems fairly safe to say that. 
this is not the case. 

Attempts have been made to arrive at a more satisfactory 
principle by means of the law of diminishing marginal utility. 
On this basis, the indifference of two uncertainty-schemes would 
not imply equal expectations. That scheme which has the 
greater proportion of chances of low returns must have a higher 
expectation, i.e. it must also have a greater proportion of high 
returns and this must more than counterbalance arithmetically 
the low ones. It is the expectations of subjective satisfaction, 
not the expectations of money returns, which must be equal if 
the two schemes are to be indifferent.’” 


10 Supply comes logically first, for demand is mainly derived demand. 

11 Thus, if the chance that a given operation will yield £50 is %, £70 
is 4%, and £80 is %, the expectation is £67 ros. 

1? Perhaps the most elegant application of diminishing marginal utility 
to this problem is to be found in J. B. Clark, Insurance and Business Profits 
(Q.J.E., October 1892). 
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Such a theory is certainly more satisfactory than the crude 
view which bases everything on money expectation, but it is 
improbable that it contains the whole truth. We may accept 
diminishing marginal utility as a practically universal law 
when it is applied to actually realised satisfactions. ‘The things 
which a man can buy with a second £100 are rarely as essential 
to him as those which he buys with his first. But although it 
would follow from this—if man were a completely rational being 
—that his desire for £200 would be less than twice as strong as 
his desire for £100, can we be certain that it does really follow, 
in view of the known peculiarities of the human species? 

And there is one peculiarity which does suggest a powerful 
tendency in the other direction—the taste for gambling. There 
is no doubt that under certain conditions men are willing to 
exchange a certainty for a scheme of uncertainties the value of 
whose expectation is considerably less than the value of the 
certainty they abandon. But this scheme of uncertainties is 
nearly always of one type. When the scheme includes a small 
chance of a very large gain, ‘‘ rational conduct ’’ (based on the 
law of diminishing marginal utility) would estimate the value 
of this chance as very small indeed. Practice, however, does 
just the reverse. The philosopher who acted up to his 
principles would never be willing to give even fi for a xob0 
chance of winning £1,000. But men can always be found who 
will give a good deal more. Whether this is due to an uncon- 
scious “‘ blind eye’ to the chances, or to a conscious prefer- 
ence, may be left to the psychologist to decide. I suspect the 
latter. But economics need only concern itself with the fact, 
and the fact is undeniable. 

Some writers? show a rather amusing indignation at the sug- 
gestion that the “‘ alert business man ? is in any way affected 
by an inclination to so ignoble a vice as gambling. Yet when 
we observe that our second type of uncertainty-curve does very 
often approximate quite closely to the type assumed with such 
alacrity by the gambler, it becomes difficult to believe that per- 
sons with a tendency in that direction can be altogether excluded 
from the market.” 

13 Such as Mr. Hawley (Reply to Final Objections, Q.J.E., August 1901), 
Mangoldt and Professor Knight, however, incline to the view expressed here. 

14 Nor can I agree with Mr. Hawley that such persons will be excluded 
by ‘“‘ the survival of the fittest.”’ It is possible to go a long way in the 
under-estimation of risks without finishing in the bankruptcy court. The 
over-optimistic will get smaller incomes than they might have done, but 


they need not get no incomes at all. Even if the most reckless do often 
come to a bad end, Nature seems to have great powers for the manufacture 


of their like. 
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If the gambling motive almost certainly affects the supply of 
resources when the uncertainty accepted is of the second type, 
it is much less likely to be important when the payment offered 
is fixed. In that, our first case, there are no ‘‘ dazzling prizes,”’ 
and rational utilitarianism will often give us a good picture of 
the action of large groups of men. Even here (particularly in 
the case of labour) there is indeed some tendency to see the 
reward and not the risks which have made it high; but with 
schemes of the second type it is probably much stronger. With 
them there can be little doubt that resources are frequently avail- 
able somewhat more cheaply than they would be if men were 
guided by purely rational motives. : 

We are now in a position to describe more definitely the effects 
of uncertainty on the supply of any factor of production. Al- 
though the reactions of different people towards uncertainty 
will necessarily vary, in theory we can nevertheless draw up a 
scale of market preferences. We can arrange uncertainty- 
schemes in an order which will indicate what lenders as a group 
prefer; and we shall find them showing their preferences in a 
practical manner by increasing the amount they supply when 
the terms offered rise in the scale. There is thus a definite 
relation between any given uncertainty-scheme and the quantity 
of the factor of production in question which will be elicited by 
it. One wuncertainty-scheme can, of course, elicit only one 
quantity of the factor; but the ‘same quantity may be equally 
well secured by an indefinite number of different uncertainty- 
schemes. Any variation in an uncertainty-scheme will either 
increase or diminish the resources offered, excepting in the case 
when the variation is composed of two separate movements which 
compensate and thus leave the supply unchanged. What rules 
can we lay down about the effects on supply of changes in the 
scheme offered? 

(x1) Any change which takes the form of moving the whole 
uncertainty-curve to the right, without changing its shape, will 
increase the amount of resources offered.*° This may be taken 
as self-evident. 

(2) By a process of compensation, carried out in accordance 
with the principles of diminishing marginal utility and ‘‘ gamb- 
ling over-estimate ’’ (as discussed above) a curve of any given 
form can always be found which is equivalent to another given 
curve, and which would elicit the same supply in response to it. 


18 That is to say, p=¢(x+h) will always be preferred to p= (x). A 
simple vertical movement of the uncertainty-curve is, of course, impossible. 


° 


1931 | THE THEORY OF UNCERTAINTY AND PROFIT 183 


By a combination of these propositions, it can always be 
discovered whether one uncertainty-scheme would be preferred 
to another, or whether the two are equivalent.*® 


V 


Our separate discussions of the various factors affecting the 
disposal of resources where uncertainty is present can now be 
brought together fairly easily. 

The demand of a business for any factor of production can be 
regarded as dependent on the success which is anticipated for the 
whole enterprise, and on the terms on which other resources are 
available. It is a resultant of the process of adjustment whereby 
the various factors are fitted into their places—the places where 
they best suit the purpose of the head of the firm. 

The relation of uncertainty to this adjustment can best be 
seen if we begin with the case of a private business, controlled 
by a single head, who brings certain supplies of capital and 
labour of his own, and seeks to secure as large a profit as 
possible on that capital and labour. 

Let us begin by supposing his technical methods to be chosen 
already. Then the risks to which his hired labour and capital 
will be exposed will be mainly decided already, and in conse- 
quence the quantity of each kind he can get will depend chiefly 
on the rates he is prepared to pay. If the amounts of resources 
he considers to be necessary are available at such rates as leave 
the anticipated return on his own capital and labour as favour- 
able to himself (i.e. the resultant uncertainty-scheme as high 
up on his own scale of preferences) as he considers it possible 
to make it, then he will rest content. On the other hand, if he 
is dissatisfied with the return he thus anticipates for himself, 
several kinds of adjustments are open to him. 

If the rates he has to pay for his resources are so high as to 
leave the expectation of return on his own capital and labour 
considerably below that which he could get elsewhere in relatively 


16 I fear this is hardly simplicity itself, but it must regretfully be ad- 
mitted that in order to analyse the situation in question completely, even 
further complications would be necessary. For when uncertainty is present, 
we cannot expect the same terms to be reached in equilibrium throughout 
a perfect market. Therefore the supply we have been discussing can only 
be taken as the supply elicited by the demands of a single firm, and that 
depends not only on the factors considered above, but on the terms offered 
by its competitors. Also the differences in investors’ preferences will 
sometimes make it possible for a firm to raise resources on better terms 
(in the aggregate) by offering a series of different schemes, appealing to 
different classes of investors. But the complete analysis of these possibili- 
ties would lead us far afield, and the discussion in the text will perhaps 
suffice for the purposes of this paper. 
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secure investments (it is not impossible that he will be content 
with a return somewhat below) then his most obvious course is 
to contract the scale of his business. But without adopting so 
drastic a measure, other adjustments can be made. 

(1) He may put more capital and labour (effort) of his own 
into the business. This will both enable him to be content with 
a smaller quantity of hired resources, and, by giving the 
resources he does hire better security, enable him to get 
them on better terms. 

(2) He may change his technical methods, either in order to 
use less of a particular kind of resources whose owners are 
particularly sensitive to the risks they run, or.in order to reduce 
certain kinds of risks, and so become able to get resources on 
better terms. 

(3) He may pass on specific risks to persons who do not 
directly co-operate in the concern, but who are more willing to 
bear these risks than those who do, usually because they have 
special means of risk-reduction. It may thus be possible to get 
better terms from those who actually bring labour or capital by 
relieving them of certain risks (reducing their chances of small 
or negative return) although it would not be worth the 
employer’s while for him to bear these risks himself. But they 
can be borne by the outsiders with special facilities to the 
advantage of both parties. —The main methods of passing-on are, 
of course, insurance and hedging. 

Thus by some or all of these methods the balance-sheet of the 
firm may be varied so as to render the chances of return on the 
employer’s own resources more favourable to him. 

In the converse case, when the rates offered by lenders are 
lower than those which would make the employer’s chances 
most favourable, adjustments can be made in the contrary direc- 
tion. He can expand the business, he can use less of his own 
resources, he can change his technique, or he can reduce his 
insurance. As in the former case, but by adjustments in the 
contrary direction, equilibrium can be’ reached. 

Now it will probably be observed that some of these adjust- 
ments, though always theoretically possible, nevertheless in 
practice get little scope in a small firm. In particular, a small 
private entrepreneur has little opportunity of adjusting risks by 
changing his own investment in the business. And this is a 
serious weakness of the private business. As long as that form 
of organisation is persisted in, only those employers with large 
capital resources of their own can expand effectively to meet 
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increasing opportunities. The small employer cannot expand his 
business, for the security he can give both to capitalists and 
labourers is so small that the rates he would have to pay would 
Tise very steeply indeed. And it is only to a very limited extent 
that he can provide security for them by technical change or by 
insurance. Expansion is definitely stopped by the deficiency of 
his own resources. 

Under these circumstances, he can only push the prospects 
of return on his own resources to the most favourable point by 
following a line of development which inevitably involves the 
sacrifice of private independence. Conversion of the firm into a 
joint-stock company enables him to acquire new resources by 
the second method and cease to rely entirely on his own supply. 
Such resources, as we have seen, will often be available on 
relatively favourable terms, and expansion will be able to 
proceed to a point higher on his scale of preferences. 

When conversion has taken place, the same problems of 
adjustment will, of course, arrive at later stages. But here the 
test is no longer the preferences of one man. ‘The single entre- 
preneur has perhaps retired from the business, or has taken 
his place as one of a board of directors. These directors may 
indeed take their own preferences as sole guide. But the struc- 
ture usually secures that this guide will not be far removed from 
the interests of shareholders generally, and the theory that 
directors act for their shareholders has the power to control 
action in a large proportion of cases. 


VI 

The main forces governing equilibrium are those described, 
but in the case of the joint-stock company and particularly in 
regard to the transition from private firm to company, new 
considerations arise. “These are associated with the problem of 
control. 

That problem has been excluded from our previous discussion. 
It has been excluded because of a tacit assumption which we 
have hitherto been making, but which is not really warranted. 
We have assumed that once an investment is made, the chances 
of its success or failure depend on causes outside human control. 
To a considerable extent they do, not outside potential control, 
perhaps, but outside any control that is actually feasible. Yet 
not altogether. The chances of success of a given investment 
(whether of capital or labour) depend on the efficiency with which 
all those who work in the same firm co-operate with the factor in 
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question. The fact of this dependence, and investors’ necessarily 
imperfect knowledge of its nature, are powerful causes deterring 
investment. Where the dependence can be lessened, or where 
investors’ knowledge of co-operating factors can be increased, 
resources will be provided more readily than where this is not 
the case. 

The force of competition will thus stimulate the development 
of methods for satisfying these requirements. Of these the 
‘‘ first method ’’ of our previous discussion—contractually fixed 
payment—is certainly one. That method is a protection to the 
investor, since the chance that the firm will fail completely 1s 
much less than the chance that it will do badly, and it is also a 
chance that is easier to estimate. But the same method is also a 
protection to the resources that co-operate with the factor in 
question. The hiring of a labourer (and labour is the only factor 
whose efficiency is in doubt) by a contractual payment fixed in 
advance is a protection to everyone else engaged in the business, 
for it is possible to dispense with any worker (including manager) 
whose performance does not come up to expectations.*’ 

When resources are remunerated by the second method, that 
of a share in the surplus (and since the return to the whole 
business is necessarily uncertain, some must always be rewarded 
in this way), another form of protection must be sought. In 
practice, we can trace three different kinds of protection which 
are used to meet this difficulty. 

(1) Those resources which take their share as profit may 
actually belong to that person or those persons who take the most 
important decisions. ‘This is the case of the ‘‘ one-man busi- 
ness ’’ or private partnership. 

(2) The owners of the resources may choose persons in whom 
they have confidence to take decisions for them. This is the 
theory of the joint-stock company, actually realised only in some 
cases. 

(3) Although the shareholders’ choice of directors may in fact 
be only nominal, they may nevertheless possess sufficient confi- 
dence in the management of the company to be satisfied with the 
position. In extreme cases, even nominal selection may be 
absent. There can be no doubt that it is simply on confidence 


17 It may indeed fairly be claimed that in practice the method of hiring 
lower grades of labour over-protects the investor of capital. This is owing 
to the short period for which the contract runs. The labourer may be 
nearly certain of getting his stipulated reward for the week for which he 
is engaged. But in order to be available for that week’s work, he is in- 
volved in commitments which extend far beyond the week. 
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of this kind that the institution of the joint-stock company really 
rests. 

Where none of these conditions are present, a business will 
find it impossible to acquire resources on the second plan in 
competition with others who offer one or other of these advan- 
tages. And it may be guessed that even if such competition were 
absent, the supply of resources in the absence of confidence would 
be very small. 

The bearing of control on the adjustment discussed in the 
previous question should now be clear. If the head of a private 
business wishes to acquire resources by the second method— 
and we have found that circumstances may arise when this is 
highly desirable—then he can rarely do so by going to the open 
market as he would ordinarily do when hiring resources for a 
fixed return. Unless his abilities and character are extremely 
widely trusted, he will not be able to get resources in this way. 
It will be necessary for him to sacrifice some independence and 
submit perhaps to a considerable measure of control by others. 
This in many cases he may be unwilling to do. To him, as to his 
prospective shareholders, the right of ultimate control is an 
asset, not a liability, and it may well be that the advantages of 
conversion will have to be very great before he is willing to 
agree to sacrifice his single control. 

If he does decide to convert his firm into a company, the degree 
of control offered to shareholders is then another adjustable factor 
affecting the supply and demand of resources. The methods by 
which such adjustments can be made—the manipulation of voting 
rights—are familiar. The same problem arises if the extension 
of a firm, which is already a company, involves a new issue 
of shares. 


VII 


Finally, it must be asked—what light is thrown by the fore- 
going on the general question of the influence of risk on the 
distribution of the National Dividend? For it is in this wide 
problem that the question of the magnitude of total profits is 
necessarily merged. 

Most of the groups of persons and resources with which we 
are concerned in the theory of distribution seem to be large 
enough for nearly all the risks they bear to cancel out in a 
moderate period of time. Uncertainty of return will not usually 
affect the total income of, or return to, a group (however much it 
may affect individuals), unless the supply of resources, and 


E 
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consequently the terms offered for them, is affected by the 
presence of the uncertainty. 

The important exception to this rule does not seem to be the 
case of ‘‘ unmeasurable risks.’’? It is quite true that if we were 
to try and study the variations in the share of the National Divi- 
dend going to a small group of ‘‘ captains. of industry,’’ this 
difficulty might become seriously important. But in fact no one 
would expect such a study to yield any useful theoretical con- 
clusions. ‘The extreme heterogeneity of ability among such a 
class would be a fatal hindrance. Beside this difficulty, that 
arising from the unmanageableness of the problem of risk does 
not seem to be significant. If the theory of uncertainty here 
tends to break down, so do all the statistical assumptions under- 
lying economic analysis. 

Much more important than this is the possibility that the affairs 
of a group, large enough and homogeneous enough to be a con- 
venient object of economic discussion, may fail to be indepen- 
dent. Over fairly short periods causes do appear which affect 
large groups of operations in the same direction, and which there- 
fore cannot be neglected. The most obvious are changes in the 
general level of prices, but there is no reason to suppose that 
these are likely to be the only troubles of this sort. If we are 
dealing with a group which has a special relation to some particu- 
lar kind of industry, the general causes at work may be manifold. 
When it is a general economic category, the relevant causes seem 
to be mainly financial or political.. 

Apart from this difficulty, which does not seem to be insignifi- 
cant, the effect of risk on distribution can be easily deduced from 
the foregoing discussion. On the whole, we shall expect those 
who perform risky services for a fixed maximum remuneration, 
to receive as a class proportionately more than those who perform 
similar services with less risk. To this rule there are likely to 
be certain exceptions in the case of labour. We shall expect, on 
the other hand, that those who draw their remuneration in the 
form of profit, will receive a total retutn that in proportion to the 
services performed, is hardly more, and possibly less, than that 
received by the investors in safe concerns. But these not un- 
familiar conclusions must be qualified in the case where the 
returns are deflected by a common cause of the kind just 
referred to. 


It is the belief of the writer that the theory here sketched out 
does not differ very greatly from that held, but not often definitely 
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expressed, by a majority of economists. In so far as it has any 
real peculiarities, it may perhaps claim that it finds a place 
fairly conveniently for the more obvious features of modern busi- 
ness organisation which are relevant to the problem, and that 
even its obvious deficiencies point the way for further theoretical 


inquiry. 


[ MAY 


The Port of Kingston-upon- Hull 
during the Industrial Revolution’ 
By W. G. East. 


Tue changing fortunes of a port, the subject matter of its 
history, are the reflection of changes in its environment which 
spring from human or natural causes. In respect of natural 
changes—changes in the physical geography which condition its 
activity as a port—Hull has been singularly fortunate. The 
geographical advantages of the site of Hull, in particular, the 
close approach of the deep-water channel of the Humber, have 
remained remarkably stable throughout its history, although 
the shifting of this channel and the almost fatal consequences 
which it would entail have been officially contemplated.” Thus 
Hull is an example of a port whose commerce has been con- 
tinuously active and whose position relative to the other English 
ports has changed very little since the Middle Ages.* Its 
history presents a sharp contrast to that of Boston, the out-port 
of Lincoln, whose commerce, now insignificant, exceeded Hull’s 
and vied with London’s in the thirteenth and fourteenth centu- 
ries, no less than to that of Humber ports, like Hedon and 
Ravenser Odd, the prosperity of which in the Middle Ages was 
essentially short-lived. Adverse geographical change—the silt- 
ing up of the approaches to Boston—condemned it, despite 
remedial efforts, to virtual inactivity in modern times. The port 
of Hedon, which flourished in the twelfth and thirteenth centu- 
ries, stood to the east of Hull on a tidal creek of the Humber 
too far inland for the approach of modern shipping, and suffered 
further from the choking of its channels‘ ; whilst Ravenser Odd, 
formerly situated on a small sand-bank behind Spurn Point, 
after a brief spell of active commercial life, entirely disappeared 

1 An abstract of this paper was read at the first International Congress 
of Historical Geography at Antwerp in August 1930. 

2 By the Humber Conservancy Commission, 1906. Parliamentary Papers 
(1906), XCVIII, 387. 

Cys Ae Frost, Notices relative to the Early History of the Town and 
Port of Hull, pp. 101-5. 


4 J. R. Boyle, The Early History of the Town and Port of Hedon, pp. 66 
and 76. 
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in the middle of the fourteenth century, since it was drowned by 
the same tidal waters which rather more than a century earlier 
had created its site.» Hull not only escaped the misfortune of 
such physical changes, but was invigorated by changes, brought 
about by human agency, which are summed up in the term 
““ Industrial Revolution.’’ In consequence, the port shows two 
distinct phases of development: in the first, it is a small 
medizeval river port; in the second, it has become a modern 
port, artificially extended in size, whose commerce has changed 
somewhat in character and has increased greatly in scale. The 
transition by which the Old Hull of the Middle Ages became a 
modern port serving an industrialised interior was not, of course, 
a sudden event: it was, however, taking place, measurably, and 
at an accelerating pace, between the year 1774, when the first 
Dock Act was passed, and the year 1840, when the question of 
satisfying the still-increasing needs of shipping at the port again 
occupied the attention of Parliament. An attempt is here made 
to examine certain aspects of the port’s history during this 
formative period which is styled, quite arbitrarily, the period 
of Industrial Revolution: the construction of the first three 
docks, the character and extent of the shipping and commerce of 
the port, and finally, the economic transformation of the hinter- 
land of Hull, which was the fundamental cause of its commercial 
advance. 


I 


In its geographical character and extent the port of Hull was 
enlarged by the completion, in the years 1778, 1809 and 1829 
respectively, of three docks which occupied the line of the town’s 
medieval fortifications. During its earlier phase, which dates 
from the end of the twelfth century at least, the port consisted 
of the natural harbour afforded by the tidal estuary of the River 
Hull where it broadens out, southwards of North Bridge, to 
meet the Humber. The Old Harbour or Haven, as it came to be 
called, offered a refuge from the dangers of navigating the 
Humber, from which it was approached by way of a deep-water 
channel which passed through Hull Roads, a safe anchorage 
to the east of the Hull mouth. The harbour contained an ade- 
quate depth of water, except at the lowest tides, for the sailing 
ships frequenting it, since it enjoyed the high average range at 
spring tides of 20-22 feet, a favourable circumstance which 


5 J. R. Boyle, The Lost Towns of the Humber, passim. 
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resulted from the fact that the Humber reached the sea at a 
point of maximum tidal oscillation.* Goods were laded or 
unladed either on the western bank of the River Hull “in 
certain ancient staiths, cranes, and other places,’’’ or actually, 
by means of lighters or other small craft, in the Hull or Humber 
themselves; the eastern bank of the Hull was unavailable for 
the general activities of the port since it formed part of the 
Garrison site so-called, which was occupied by certain royal 
fortifications. (Fig. I.) 


Fic. I Tur Port or HyLy IN 1840. 


As commerce and the tonnage of ships increased during the 
eighteenth century, the Old Harbour became dangerous and diffi- 
cult, the more so since the Corporation of Hull, who levied 
““ water bailiff’s dues ’’ on all shipping and cargoes entering the 


6 A. C. Hurtzig, ‘‘ On some Tidal and Engineering Features of th - 

pow EAs Lit. and Phil. Soc., December ae 1884" se eae 

charter of 4o Eliz. thus restricted lading and unlading within th 

port. J. R. Boyle, Charters and Letters Patent granted to Kinestoneenna 
Hull, pp. 129-30. 
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port,” did not pay sufficient attention to maintaining the depth of 
its channel. In consequence it was the frequent complaint of 
merchants and shipowners during the first three-quarters of the 
eighteenth century that the accommodation for shipping was 
insufficient and schemes were advanced continually to remedy 
this defect and hindrance to the development of the port. Thus 
in 1743 the Corporation of the Trinity House at Hull, which 
controlled the buoying, lighting and pilotage of the Humber, 
prepared a petition to Parliament for cleansing, enlarging and 
maintaining the Harbour, but was forced to abandon it owing 
to the opposition of the Hull Corporation. And in 1756 mer- 
chants, traders and principal inhabitants of the town sought 
the co-operation of Trinity House in their efforts to provide an 
additional quay on the Humber side westwards from South End 
Jetty to Hessle Creek.® Nothing however was done until 
pressure was brought to bear on the Hull Corporation by the 
Commissioners of Customs at London. This interference of the 
central authorities was the result of investigations into alleged 
smuggling at Hull where evasion of custom duties was easy 
owing to the anomalous circumstance that, under an Act of 
1 Elizabeth, Hull alone among English ports was excepted from 
the necessity of landing and shipping goods at “‘ some open 
place” or legal quay. Certain Hull merchants described this 
privilege in 1772 as a “‘ valuable exemption we now enjoy on 
the security of Parliament.’’*® Its value seems to have lain 
merely in the facility thus afforded for smuggling. Hull’s 
exemption from the necessity of a legal quay arose out of its 
natural situation : on the west side of the harbour where goods 
were landed or shipped there was no open space, only a conges- 
tion of warehouses, intersected by short narrow lanes, called 
“ staiths,’’ which led to the High Street, the commercial artery 
of the town, running parallel to the River Hull. In 1746 an 
anonymous person at Norwich informed the Commissioners of 
Customs that “‘ great frauds are carried on at the Port of Hull 
with the connivance of the Officers of the Customs there; a 
strict inquiry showed that the duty on imported iron had been 
evaded. ‘Two years later further allegations of fraud at Hull 


8 By a charter of 5 Rich. II the port, consisting of the Old Harbour 
southwards from Sculcoates Gate to the midstream of the Humber, was 
granted to the Corporation. Water bailiff’s dues were levied on goods 
imported and exported, and on the tonnage of vessels entering or leaving 
the port. Freemen were to some extent exempted from payment. Further, 
under a charter of 8 Jas. I, dues were charged specifically on exported 
lead. ® Corporation of Hull Bench Book, o. 

10 Ibid., Memorial to the Corporation against the project of a legal quay’. 
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were made by Newcastle merchants, and the Customs authorities 
at Hull were instructed to suspend or to discharge any officers 
or land-waiters who might be found culpable; whilst in 1749, 
‘‘ for the better security of the revenue and the accommodation 
of the trade,’’ two additional land-waiters were appointed.” 
Finally, in order to put a stop to smuggling the Treasury deter- 
mined that a legal quay should be instituted at Hull. 

The problem of increasing the accommodation for shipping 
was merged therefore with the necessity of a legal quay, but 
much local opposition obstructed these projects. The application 
of the Hull Corporation in 1767 for part of the royal lands on 
the Garrison site with a view to enlarging the harbour failed, 
since no stipulation was made for the creation of a legal quay.’ 
Although the Corporation set up a committee to deal with the 
negotiations for new quay space and decided in 1772 that the 
west side of the harbour was the proper place for a quay,** their 
resistance to the creation of a legal quay continued to impede 
remedial measures. At the instance of merchants and ship- 
owners of the town, Trinity House sought to hasten the efforts 
of the Corporation by promising its own co-operation, and even 
threatened to take the lead itself ‘‘ should this important affair 
be again lulled to sleep in the old cradle of opposition.’** But 
the imprudent dilatoriness of the Corporation was abruptly 
ended: the Trent port of Gainsborough made an application 
to become a legal port, whilst the Commissioners of Custom, 
vexed by the prolonged delays, intimated that unless Hull 
acceded to its project for a legal quay, they would establish 
one elsewhere near the Humber.*® Accordingly, the Corporation 
agreed to the construction of a dock, with a legal quay, on the 
west side of the harbour; they failed to secure an extension of 
the harbour at the expense of the Garrison site; but won the 
right to land ‘“‘ sufferance ’’ goods in the harbour, on newly- 
constructed ‘‘ staiths ”? or platforms which might project fifteen 
feet from the river bank and remain open to Custom autho- 
rities.‘° ‘The Act of 1774 authorised a grant of £15,000 out of 
Customs together with the town’s walls and ditches. It remained 


11 Custom Out-Letters, T. 11/23. (Public Record Office.) 

12 “ The Hull Docks,” by Sir Wm. Wright, Minutes of the Institution of 
Civil Engineers, Vol. XUI (1874-5). 

13 Bench Book 9, Nov. 4th, 1771, and Feb. 4th, 1772. 

14 Tbid., letter to the Hull Corporation, Feb. 18th, 1772, 

+5] .00j they 0} 1 Gaeeouliecare 

16 Actually smuggling must have continued: both the legal and the 
sufferance quays were unwalled, whilst a provision in the Act of 1774 for- 
bidding the lighting of ships in the port facilitated night operations. 
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only to incorporate ‘“‘ The Dock Company at Kingston-upon- 
Hull” and to raise the necessary funds in a town but tepidly 
zealous for the new venture. ‘The two Corporations took ten 
shares each, out of the total 120; recourse was necessary outside 
Hull, mainly to London, for one-seventh of the shares, and, 
despite the timorous apprehensions of certain gentlemen at Hull 
(including two members of the Corporation)'” who sold out their 
shares very quickly—and very foolishly as it proved—the 
required capital was subscribed.* Hull’s first dock, called 
successively ‘‘ The Dock,’’ ‘‘ The Old Dock,’? and ‘‘ Queen’s 
Dock,’ and now about to disappear,’® was opened in 1778. It 
ran westwards from the River Hull, through which it was 
approached, and occupied part of the town’s fortification. 
(Fig. I.) 

The delays, due to conflicting interests, which preceded the 
construction of the first dock were repeated before the com- 
pletion, in 1809, of the Humber Dock. Lack of space in the 
Old Dock suggested the desirability of a second as early as 
1786; and since the Dock Company owned the then useless 
ramparts and ditches”® from the Old Dock at Beverley Gates 
southwards to the Humber, the idea arose of a dock with direct 
access from the Humber independent of the Old Harbour. In 
1787 the Corporation and Trinity House petitioned Parliament 
for a Bill authorising the Dock Company to enlarge the dock 
accommodation at the port.”* They alleged that the Dock was 
overcrowded especially in the winter months,” and that in 
consequence fire was a real danger, and dredging very difficult. 


ery. of the H. of C., SUIT, 537- 

18 Wm. Hammond, Remarks on a Publication . . . Kingston-upon-Hull 
(1787), gives a list of the original shareholders, of whom Wm. Wilberforce, 
as M.P. for Hull, was one. He gives also, in Appendix No. VI, “A List 
of those Subscribers who happened to be so TIMOROUS as to sell out, and 
whose apprehensions of Danger to the Undertaking, happened to exceed 
their expectations of Profit, and induced them to sink the Interest of the 
money they had then advanced.” The original £250 shares proved very 
lucrative : an average of 23% per cent. was paid in interest up to the year 
1802, whilst the average selling price of a share during the period 1774-1802 
was £1,300. : 

19 An Act was passed in 1939 enabling the Hull Corporation to buy 
Queen’s Dock from the L.N.E.R. with a view to its conversion into 
recreation grounds. ” 

20 In 1788 a contemporary’ wrote: ‘‘ The ramparts now lie as waste 
ground, and the town ditches in their present state are a very great 
nuisance.”? W. Hunt, Hull, Old and New. 

21 J. of the H. of C., XLIU, pp. 431 and 609-12. . 

22 Some thirty to forty Greenland whaling ships of over 300 tons, it was 
alleged, were accustomed to lie up in the dock for nearly eight months, The 
Old Dock was estimated to hold 100 square-rigged ships of average size. 
Some whalers, however, made a Baltic voyage after their return from the 
fishery. The Trade and Commerce of Hull, 2nd ed. (1878), p. 96. 
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They urged that the rates charged by the Dock Company should 
be limited, as also the interest on the Company’s shares. 
Numerous towns within the sphere of the port’s activities— 
Lancashire and West Riding towns and Yorkshire and Durham 
ports—supported the petition. The Dock Company, however, 
in opposing it, declared that ‘“‘ any additional or new dock 
is totally unnecessary,’’”® notwithstanding that in the previous 
year they had sought to obtain from Parliament the right to 
charge a duty on coals and cinders delivered within the port 
towards the expenses of a new dock. ‘The Corporations per- 
sisted in their efforts to promote a Humber dock ; their petitions 
were renewed during the years 1793-5; whilst support was 
proffered by towns as distant from Hull as Birmingham, the 
Potteries, Newark and Burton-upon-Trent. ‘The merchants of 
these and other towns demanded not only an enlargement of 
dock space, but a direct entrance from the Humber; their 
exportation of manufactured goods via Hull was much delayed 
owing to the tedious passage of their ships through the Old 
Harbour, which was very frequently blocked, not only by 
shipping of all kinds, but even by rafts of timber.** The Dock 
Company were successful in defeating the petition of the Corpora- 
tions : to the latter’s complaints of high dock dues and excessive 
profits, they retorted that the Hull Corporation enjoyed dues on 
shipping which might well be applied to the costs of dock 
improvement.”* In delaying projects for dock construction the 
Dock Company pursued a shortsighted and niggardly policy: 
they wished to secure, as they had done in the case of the 
first dock, financial aid from other bodies, whereas the potential 
increase in shipping would certainly have repaid further enter- 
prise on their own part. Finally, in 1795, the Company declared 
themselves willing to construct a dock, if a reasonable contribu- 
tion towards its cost were made by the Government.”* Certain 
merchants of Hull added to the difficulties by objecting to a dock 
with a Humber entrance: they asserted that no dock entrance 
could be more convenient to the tradé of the town than the Old 
Harbour, providing that the jetties and embankment were re- 
moved on the east side of the river and that the harbour was 
thus widened at the expense of the Garrison ground.?” In 
furtherance of this plan a scheme was prepared for converting 

235) AO fet Meo tonOfiCs, SX laetons 

24 Ibid., XLIX, 220. 

25 [bid., XLIX, 327. 


26 Ibid., Ly, 51. 
97 Ibid., XIX, 402. 
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the Old Harbour below North Bridge into a dock, which was to 
be entered from the Humber by a lock, whilst a new channel, to 
carry off the surplus waters of the River Hull, was to be cut to 
the east of the Garrison.** Not until 1802 did the Dock Company 
secure their Act for a Humber dock and basin: the French wars 
and a decline in foreign shipping at the port eased, if it did not 
actually occasion, this delay. The Hull Corporation and Trinity 
House subscribed one half of the required capital, and the dock, 
begun in 1803, was opened in 1809. 

The Humber Dock Act of 1802 envisaged the construction of a 
third dock which would connect the two existing docks and 
provide a waterway to the Old Dock alternative to that by way 
of the Old Harbour. It stipulated that the Dock Company should 
construct a dock for sixty ships when the average tonnage for 
any three successive years should bear the same proportion to 
the area of the two docks as that of the three years 1791-3 bore 
to the area of the first dock. When the depression occasioned 
by the French War had passed after the peace of 1815, the condi- 
tions prescribed by the Act presented themselves,” but the old 
question of the incidence of the cost was raised again. The Act 
of 1802 had stated merely that the Dock Company should con- 
tribute one-half of the capital; the advances which, under that 
Act, the two Corporations were to make to the Dock Company 
towards the purchase of a site for the third dock, were explicitly 
defined as loans, repayable by the Dock Company when they 
began the construction of the dock. Hence in their petition to 
Parliament in 1819 for a Bill to construct a junction dock, the 
Dock Company urged in characteristic fashion the expediency of 
increasing the existing dock dues and of imposing additional 
rates on goods imported and exported.” Although their petition 
was not proceeded with, its examination in committee exposed the 
genuine need for more ample dock accommodation at Hull, and 
outlined a state of affairs which was to recur in the history of the 
port : ‘“‘ many instances have lately occurred,” reported the Par- 
liamentary Committee, “‘ of ships having performed their voyages 
from St. Petersburgh and other ports in the Baltic to the Port 


28 This scheme, for which a map was engraved in 1795, was frequently 
advanced in various forms, but has never been executed. The map is 
reproduced by T. Sheppard in The Evolution of Kingston-upon-Hull, p. 97. 

29 The average tonnage for the years 1822-4 more than satisfied the 
statutory requirements for the third dock. Report of Committee appointed 
on March 30th, 1825... . Also copy of evidence taken before the Com- 
mittee of the House of Commons. Hull, 1825 (at Wilberforce Museum, 
Hull). 

30 J. of the H. of C., UXXIV, 80. 
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of Hull, in less time than ships have of late been able to pass 
from the River Humber to the Old Dock ’’—an obligatory 
passage for ships from foreign parts, unless they used the 
Humber Dock, since in the Old Dock and not in the harbour 
stood the legal quay.*! The failure of this petition, the rela- 
tively high rates for inadequate conveniences at the port, and the 
apathy of the Hull Corporation,” contributed, as will be shown 
later, very seriously to affect the prosperity of the port. Not 
until 1824, on the initiative of the Shipowners’ Society of Hull, 
were fresh efforts made; a provisional agreement was reached 
with the Dock Company at a public meeting at the Guildhall 
in 1825, and only the sanction of Parliament seemed necessary 
to carry out the Humber Dock Act of 1802 and to raise half 
of the capital required. The Dock Company drew up a 
schedule for a temporary additional rate on goods—their statu- 
tory rates were on tonnage—and on this basis the Corporations 
of Hull and of Trinity House were willing to guarantee one-half 
of the capital. General opposition to the Company’s project was 
evoked : merchants with warehouses along the High Street and 
Garrison side** feared, with good reason,** the diversion of busi- 
ness from the Old Harbour, and objected strenuously to the new 
schedule of rates—an objection shared by the West Riding towns 
and the up-river, Humber and other Yorkshire ports. The pro- 
moters of the Bill sought to compromise with the Humber, Ouse 
and Trent ports, all of which though legally part of the port of 
Hull®*® had been freed from payment of dock dues to the Dock 
Company, by promising them exemption from the additional rate 


sI¥] Of twee tH 07 Co. Sex LV, p. 10, 

S2Inquiry into . . . Municipal Corporation of Hull, 1834, edited by Gaw- 
tress, affords striking evidence of this fact. 

88 Part of the Garrison site with frontages on both the Hull and the 
Humber had been granted by the Acts of 42 Geo. III, cap. 91, and 45 Geo. 
III, cap. 42 to the Corporations of Hull and of Trinity) House jointly, on 
condition that they should build roads, etc. Nothing was charged for 
this by the Board of Ordnance, and actually the Corporations received 
£4,000 from the Dock Company towards their expenses. 

84 After the opening of the Junction Dogk in 1829 vessels preferred to 
make for the Humber Dock, and it was estimated that the value of 
property in the Harbour decreased 20 per cent. in consequence. Parlia- 
mentary Papers (1841), IX, Minutes of Evidence on the Kingston-upon- 
Hull Dock Bill, 1840. 

85 The legal limits of the port of Hull, for the purposes of Custom regu- 
lation, were very extensive. They included small coastal ports like Brid- 
lington, south of Flamborough Head, and many river ports in the Humber, 
Trent and Ouse. By 1846 the originally wider limits of the port were 
curtailed by the creation of Goole (which stretched up the Ouse and in- 
cluded York), of Gainsborough (which detached the Lower Trent), and 
of Grimsby (which stretched eastwards from the Paull Lighthouse). The 
limits of the port were defined by a Treasury Order of Jan. rst, 1882. It 
should be noted that the port of Hull, as originally granted to the Hull 
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on goods. But when an exemption was carried in committee in 
favour of all seaport towns trading coastwise with Hull, the Dock 
Company abruptly withdrew their Bill (June 4th, 1825).°° The 
Junction Dock was not opened until 1829, and Hull learnt to 
its cost that its own untimely dissensions had been the oppor- 
tunity of its more zealous neighbours. 


Il 


The dock construction outlined above was the provision made, 
rather tardily it is true, for the increasing volume of shipping 
which frequented the port of Hull. This shipping consisted of 
vessels engaged in foreign commerce, in coastwise trade, in the 
whale fishery, and, to a small extent, in the up-river and canal 
traffic. The fishing industry proper, the importance of which 
in the sixteenth century is testified by Hakluyt,*” had at this 
time fallen almost into abeyance : the Corporation of Hull made 
frequent efforts to encourage it by granting bounties and by 
attracting trawlers from Plymouth,** but by 1845 only twenty- 
nine smacks belonged to Hull.*® The total tonnage of shipping 
using the port can best be measured by the figures of the Dock 
Company.*® All shipping frequenting the port, except His 
Majesty’s warships, ships in distress, and mere lighters, had to 
pay dues, on the basis of tonnage, to the Dock Company, even 
if they utilised the harbour only and not the docks. In 1775, 
that is before the first dock was completed, 109,491 tons of 
shipping paid dues; in 1825, 448,911 tons. The rate of growth 
was greatest in the decades 1785-95 and 1805-15 : in each case the 
provision of a new dock was one factor stimulating commerce ; 
in the latter war-time decade, since shipping from abroad was 


Corporation, consisted merely of the Old Harbour (v. note (8)); mever- 
theless the town levied dues in the ‘“‘member” ports if goods were 
landed. Parliamentary Papers, Second Report of the Commissioners on 
Tidal Harbours (1846), XVIII, part 1. 

36 Note (30). 

37 Voyages, III, 209. Hakluyt described Hull in 1578 as “the best market 
in England for fish, oil and salmon.” 

38 The Corporation offered ‘‘ premiums ” to fishermen who should bring 
the largest catches to the town in 1773 and 1774; they extended these in 
1792 and 1801 to include fish brought by land. Bench Books 9 and ro. In 
1801 the Treasury offered a bounty of £1,500 to promote an ampler supply 
of fish at Hull, and it was proposed to fit out one or more well-boats 
(trawlers ?) to fish on the Dogger Bank. Further, in 1821, the Corporation 
employed two trawlers from Plymouth. Bench Book 11. 

39 The Trade and Commerce of Hull, etc., and ed., 1878, p. 133. | 

40 Sir W. Wright, art. cilt., gives tonnage figures at ten year intervals 
from 1775 to 1865; G. G. Macturk, A History of Hull Railways, p. 158, gives 
them at five-year intervals from 1830 to 1870. 
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almost constant, the increase reflects a considerable expansion 
of the coastwise trade. During the period 1825-35 the figures 
show a distinct fall: 359,942 tons in 1830, and 413,135 tons in 
1835 ; but between 1835 and 1845 growth is rapid again. Broadly, 
over a period of seventy years, from 1775 until 1845, the tonnage 
using the port had increased nearly seven times. Custom receipts 
for the years 1775 and 1840, though the figures are not strictly 
comparable, point to an increased scale of commerce: whereas 
the Custom receipts were £91,366 in 1775,*7 by 1840 they 
reached £800,412.*7 The immediate effect of the opening of the 
first dock on both the volume of shipping and the collection 
of revenue is shown by the fact that in the.year 1780, the first 
complete year of the legal quay, Custom receipts were 40 per 
cent. above those of the preceding year.** ‘Thus in the amount 
of revenue derived from Customs Hull stood fourth among 
English ports by 1835, after London, Liverpool and Bristol.** 
By 1841, if not earlier, in the number and tonnage of vessels 
using the port, Hull outdistanced Bristol, and on this basis stood 
fifth among English ports, below London, Liverpool, and the two 
coal ports of Newcastle and Sunderland.** 

_ What were the characteristics and extent of the foreign com- 
merce, the coastwise trade and the whale fishery, which form the 
elements into which the shipping activities of Hull may be 
analysed ? 

In 1775 some 362 ships, amounting to 51,897 tons, five-sixths 
of which were British owned, entered Hull from countries 
abroad,** whilst in 1779 the tonnage figure fell to about 40,000.*° 
The American War, it is clear, had, by its European reactions, 
depressed this commerce, so much so that during these years it 
was exceeded in tonnage by the coastwise trade.*® In 1788, when 
foreign tonnage figures are again available, they had more than 
doubled, and appreciable increases continued until 1792.4° The 
Napoleonic Wars caused a diminution of commerce, especially 
when the countries bordering on the North Sea and the Baltic 
fell under French domination and when Russia in 1799 and 1807 
broke off her alliances with Great Britain. In these difficult days 


41 B. B. Mason, A Brief History of the Origin and Progress of the Dock 
Co. at Kingston-upon-Hull (1885). : 

42 Tables of Revenue, Population and Commerce, Part V, 1835. 

43 Parliamentary Papers (1842), XXXIX, 621. 

44 Hull Out-Letter Books, Hull Custom House, Jan. 2oth, 178r. 

45 Tickell, A History of Hull, p. 872. 

46 This was about 55,000 tons (in the years 1778 and 1779), on a rough 
estimate made on the basis of the Records of Buoyage dues preserved at the 
Hull Trinity House. 
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merchant ships went armed and under convoy, and the Baltic 
trade, since the fourteenth century‘? the mainstay of Hull’s 
foreign commerce, was reduced to very slender proportions, and 
consisted (after 1807) of goods smuggled into Germany via the 
island of Heligoland. Thus during the war years 1808-13, the 
tonnage figures for the foreign shipping of 1788 were only 
once exceeded.** After the peace of 1815 commerce gradually 
recovered. In 1820, 744 ships, some 132,545 tons, arrived at 
Hull; whilst in 1825, there came 2,171 ships, totalling 328,136 
tons. These high figures for 1825 represent a volume of shipping 
not reached again unti! 1839, and are explicable in terms of certain 
Custom reductions in the preceding year which greatly stimulated 
the national importation of wool.*® During the decade 1825-35 
there was a marked decrease in shipping, particularly after 1827, 
when Goole had become a successful competitor to Hull; between 
1835 and 1840, however, there was an appreciable and almost 
continuous rise. The vessels engaged in the foreign trade at 
Hull were from 60 to 70 per cent. British owned. Almost 
every vessel entering port carried a cargo, but a large 
proportion left port in ballast.°° The bulk of this trade was with 
Northern Europe, particularly with Russia, Prussia, Hamburg 
and the other Hanse towns. Wool, timber, cereals, hemp, and 
oil seeds were the chief articles imported, in exchange for cotton- 
twist, textiles, pottery goods, lead and a variety of foodstuffs. 
In the late eighteen-thirties cotton-twist, largely from Lanca- 
shire, became the greatest single article of export, whilst the 
importation of wheat, to feed the dense industrial populations 
behind Hull, occupied a similar position among the imports. A 
small yet growing trade with North America, and a small trade 
with France, Portugal and the Mediterranean, formed minor 
elements in Hull’s foreign commerce, whilst in 1817 Hull sent 
her first ship, the Harmony, 429 tons, to Calcutta,** thus availing 


47 Cf. J. Lister, ‘‘ The Early Yorkshire Woollen Trade,” in the Yorks 
Arch. Soc. Rec. Series, XIV, 1924, who enumerates the Northern ports with 
which ships from Hull, mainly foreign owned, traded during certain years 
of the fourteenth century. : 

48 The first published official figures for vessels entered inwards at Hull 
from countries abroad date from 1808. Parliamentary Papers, XXXIII, 1833. 

49 Ibid., XLI, 1833. ‘The import of wool into the U.K. in 1825 was nearly 
double that for 1824 and three times that for 1826; in 1825 more than half 
came from Germany. 

50 Greenwood’s Picture of Hull, p. 42. Between the years 1824 to 1833 the 
_ proportion, which tended to decrease, lay between a half and a third. : 

51 The voyage took five months. In 1818 three ships arrived from India 
and three sailed for Calcutta, all of them being Hull ships. The trade 
lapsed between 1819 and 1827. In 1828 one ship sailed for Calcutta; in 1829 
three sailed and one arrived; in 1830 one sailed and one arrived. The trade 
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herself of the privilege secured by an Order in Council of 1815 
which declared Hull a suitable place for the landing of goods 
brought from lands within the East India Company’s charter.” 
This marked the opening up of an eastern commerce which 
continued fitfully for a few years and was revived more effectively 
in 1838. 

The foreign commerce of Hull since the construction of the 
first dock thus increased greatly in scale, although during the 
decade 1825-35 it remained rather stationary. Hull’s coastwise 
trade, as will be shown, suffered a similar but much sharper 
set-back after 1827, and, in contrast to the foreign traffic, failed 
to recover and to expand at its former rate. “The coastwise trade 
at Hull was an ancient branch of its commerce, yet this important 
and continuous activity has left little literature and few statistics 
by which its history can be traced. The relative convenience 
and cheapness of coastwise transport both for passengers and for 
goods in pre-railway days; the position of Hull intermediate 
between the northerly and southerly ports of eastern Britain ; 
and the long navigable rivers tributary to the Humber : all these 
were favourable circumstances to the development of the trade. 
The character of the cargoes carried to and from Hull, the extent 
of the trade with other British ports, and the volume of tonnage 
engaged, can be determined—prior to 1787—-from an examination 
of the Port Books kept by the Comptroller of Customs at Hull. 
As an illustration of the nature of this voluminous material and 
of the light which it throws on these matters, the records for 
the year 1775°° have been studied. That year, which precedes 
the period of canal and dock construction, is selected here merely 
as a specimen year, and its trade may not be typical of that of 
succeeding decades. Statistics of the number of ships engaged 
in the coastwise trade, if not of tonnage, are available for a few 
years before 1800 and again from 1815-33. 

The Port Book entries for 1775 give no measure of the passen- 
ger traffic, since no “‘ sufferance’’’ or warrant was required in 
the case of passengers as in the case of cargoes shipped coast- 
wise.** Passengers were originally carried in cargo sailing ships; 


lapsed again between 1831 and 1837. In 1838 a continuous trade began, two 
ships being sent to Calcutta, one of them being the William Lee, an old 
Hull whaler. (MS. Diary of T. A. C. Osborne, dated August oth, 
1884, and preserved at Wilberforce Museum, Hull.) The writer is indebted 
for access to the Library and maps at Wilberforce Museum to Mr. T. Shep- 
pard, M.Sc., F.S.A. 

52 Parliamentary Papers (1814-15), VII, 163. 

53 Hull Port Books, E. 190/380 (Public Record Office). 

54 In order to check evasion of Customs the Act 13 and 14 Car. II, ¢. 11, 
made it necessary to secure a ‘‘ sufferance ’? from the Custom authorities in 
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by 1821, however, steamers carrying both cargoes and passengers 
left Hull regularly for London and Yarmouth, whilst a steamer 
plying between Newcastle and Lynn called at Hull.** London 
enjoyed an almost daily service, and competition was so keen that 
the fares from Hull were very low, so low (it was said) as “ 2s. 
with a bottle of porter thrown into the bargain.’’** Geographi- 
cally, the relations of coasters sailing to and from Hull lay 
essentially in 1775 with the east coast ports of Britain, between 
Aberdeen and London : only a few ships sailed between Hull and 
ports on the west and south coasts, and more than go per cent. 
of the coasters entering Hull came from east coast ports. Of 
these, London sent the greatest proportion—45 per cent.; next 
came Lynn, which sent some Io per cent.; with the remaining 
ports Hull’s relations were on a smaller and more uniform scale. 
The cargoes carried by coasters were extremely miscellaneous 
in character, particularly those interchanged between London 
and Hull. The most diverse commodities are itemised in the 
Port Books in strange juxtaposition to each other : a cargo from 
London, which was not untypical, included, among many other 
articles, capers, snuff, feathers, hair-powder, lead shot, leaf 
tobacco, caraway seeds, gingerbread, smelts, spirits, and salt- 
petre. Others goods brought from London were oriental products, 
soap and fuller’s earth (destined for the textile towns), and 
bones, hoofs and manures. Some ports, in contrast to London, 
sent somewhat specialised cargoes: Newcastle ships brought 
coal, salt, glass, cast and wrought iron, and steel, whilst Poole 
sent invariably ‘‘ tobacco pipe clay.’’ Further, as would be 
expected, Hull received a steady flow of “‘ British raw wool ”’ 
from many east coast ports: Leith, Grimsby, Lynn, Wells, 
Alnmouth, Ipswich, Colchester and others. The cargoes sent 
from Hull consisted of the products, natural or manufactured, of 
its hinterland, and those of foreign importation: on the one 
hand, building stone, lead, iron, ironware, earthenware, woollens, 
‘‘ Manchester ware,’’ beer, foodstuffs, paints and candles ; on the 
other, naval stores, tobacco, and oil. 

The volume of coastwise shipping frequenting Hull grew 
rapidly between 1775 and 1827. In 1775 between 800 and 
goo ships arrived®*; in 1825, 3,161, and in 1827, 3,596. Then 
came a striking decrease in 1828: the number of ships and the 
order to load cargoes for coastwise shipment; further the master of the 
coaster had to take out a ‘‘ coquet ”? and be bound by good security for the 
coastwise delivery of his cargo. These precautions were abolished in 1792. 


55 The Trade and Commerce of Hull, etc., 2nd ed., pp. 112-13. 
56 Note (53). 
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total tonnage fell to one-half the figures for 1827.°7 This set- 
back to Hull’s coastwise trade was due to the successful competi- 
tion of up-river ports, particularly of Goole, which profited by 
Hull’s folly in not constructing earlier the Junction Dock. There 
had for some time been a steady stream of small coasters which 
sailed past Hull, principally to Selby on the Ouse and to Gains- 
borough on the Trent. Hull not only failed to provide adequate 
accommodation for vessels but charged high rates, since dues 
had to be paid not only to the Dock Company but also to the 
Trinity House and to the Corporation. It was the small and 
hitherto obscure village of Goole that profited most from these 
drawbacks to Hull. Goole—or rather Old Goole—stood on the 
right bank of the River Ouse, in an area of once marshy flats, 
where the Dutch River, the canalised course of the Don, and the 
Knottingley and Goole canal from the River Aire, entered. In 
1801 its population numbered 294 persons, 200 of whom were 
employed in agriculture. It was separated from Hull by the 
Upper Humber, which presented a channel very difficult to navi- 
gate owing to continually shifting sandbanks and sufficiently 
deep for navigation only at high water.°* Under the direction 
of the Aire and Calder Navigation a new dock was opened at 
Goole in 1826, and two years later the town was legally created a 
port.°* The physical disadvantages in the approach to Goole, 
which called for careful pilotage and the continuous vigilance 
of Trinity House in buoying the channel, were outweighed by 
the enterprise of the Aire and Calder Navigation and by the 
well-placed position of the port in relation to the new centres of 
industry and population in the Pennine valleys. Around the 
docks and to the north of the canal entrance grew up the new 
and compact town of Goole. In the port itself developed a trade 
mainly coastwise in character. Coal, lime, salt, woollen, cotton, 
and iron goods were brought down by canal from the West Rid- 
ing, whilst in return went cattle, corn, timber, oil and wool.®° 
The ships frequenting Goole were very small: in 1845 the aver- 
age coaster was 55 tons. Further, its shipping consisted entirely 
of sailing vessels, even when, in 1853, rather more than half 


57 Inquiry into . . . Corporation of Hull, 1834, Appendix II. 

58 John Hall’s Chart of the Humber and Ouse from Hull Roads to Goole, 
c. 1825, bears the following observation: ‘“‘ The channels are subject 
to alter and lay up in the summer months and deepen by the winter 
freshes which makes the navigation dangerous. Vessels bound for Goole 
should be careful to wait until the Tide is sufficiently flown so as they 
may' be able to pass the Shallows.’’ 

59 Parliamentary Papers (1828), XIX, 345. 

60 Cf. J. Phillips, A Trip to Goole (1834). 
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of Hull’s coastwise shipping was steam driven.*' Goole’s rise 
set a lasting check to the coastwise trade at Hull. In 1841 Hull’s 
coastwise tonnage was equalled by that of Goole’s and, although 
it tended to increase, it was less in 1845 than in 1827. By 1845, 
it is true, railway competition contributed still further to limit 
this trade. 

Hull’s position in relation to the other important coasting 
ports is difficult to ascertain, at least before the year 1841. 
Greenwood’s assertion®* in 1835 that the port enjoyed a greater 
share of the coastwise trade than any other English port except 
London, is certainly inaccurate. Liverpool, Newcastle, and 
Bristol stood ahead of Hull by 1835, and Stockton-upon-Tees 
was only slightly inferior in 1834.°* In 1841 the coastwise 
tonnage entered inwards and cleared outwards at Hull repre- 
sented only 2 per cent. of the total tonnage for all the English 
ports.** Hull’s position as a coasting port was at this time 
(on the basis of tonnage) eighth, below London, Newcastle, Liver- 
pool, Stockton, Sunderland, Swansea and Bristol. As to the 
relative value of the trade at the above ports, data is lacking. 
It is, however, clear that the coastwise trade at Hull tended to 
bring a smaller proportion of shipping to the port, in contrast 
to the foreign and colonial trade which was increasing at a fast 
rate. Thus, in 1775, of the total tonnage entering the port, 
coasters formed one-half; in 1841, two-fifths, and in 1853, only a 
quarter. In the relative importance of its coastwise and foreign 
shipping, Hull offers a sharp contrast to Bristol, whose coastwise 
tonnage was four times that of its foreign and colonial shipping 
in 1841." 

Finally, it remains to allude to a characteristic activity of the 
port of Hull which reached its zenith during the period under 
review : the whale fishery, or more accurately the whale hunting, 
usually referred to as ‘‘ the Greenland trade.’’ This hazardous 
yet lucrative enterprise, when at its greatest extent in the year 
1820, engaged some sixty ships of over 300 tons burthen, that is 
about one-tenth of the ships, and one-quarter of the tonnage, 
registered at Hull.** It provided two useful products, oil and 


61 Annual Statement of the Trade and Navigation of the U.K. in 1853 
(1855). 

62 Parliamentary Papers (1846), XLV, 310. 

63 Op. cit., p. 40. 

64 Tables of Revenue, spre ee 

65 Parliamentary Papers (1842), . O%s j 

66 Inquiry raves . . Municipal Corporation of Hull, 1834, Appendix II. 
The registered tonnage for 1820 is given as 86,410, but the figure is in 
excess. 
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whalebone, the value of which was considerable in days before 
coal gas and steel respectively offered cheaper substitutes. In 
the earlier whaling phase which began at the end of the sixteenth 
century Hull played a pioneer réle, although London won the 
position of premier whaling port. During the eighteenth cen- 
tury the industry fell more and more into Dutch hands, until 
about 1770, under the stimulus of Government bounties, British 
whaling revived. In this revival Hull took the lead and held it. 
During some of the most prosperous years of the industry, be- 
tween 1818 and 1824, Hull sent one-fifth of the British ships 
which engaged in the Northern fishery.°7 The whales were 
hunted around the shores of Greenland between 74° and 80° N. 
lat. until, after 1822, as the supply of whales diminished there, 
the hunting was increasingly transferred to Davis’ Strait. 
Various industries utilising whalebone and whale oil sprang up 
at Hull, and Cragg’s map of the town in 1817 shows the loca- 
tion of large ‘‘ Greenland Yards’”’ adjoining the River Hull 
outside the town.®* The whaling industry of Hull betrayed an 
extremely erratic progress : its best years lay between 1804 and 
1833, with a peak year in 1820. That it was a dangerous occu- 
pation is shown by the fact that over the period 1772-1852 some 
4 per cent. of the Hull whalers leaving port never returned.*° 
By 1840 whaling had rapidly declined, not only at Hull but in 
Great Britain generally, the real reason for which was, not so 
much the falling prices of whale oil and the decreasing demand 
for whalebone, as the gradual extinction of the Northern whale. 
This decline, despite attempts at revival by the employment of 
iron steamships, was offset to some extent by the diversion of 
whalers to ordinary foreign commerce, which, according to cer- 
tain contemporaries,’® had suffered in certain branches through 
the increase of whaling. 


It 


Since the opening of the first dock at Kingston-upon-Hull the 
commerce of the port had assumed increasing proportions, al- 
though its progress had not been so continuous and rapid as it 
might have been, had the various interested bodies in the town 
reacted more unitedly and speedily to the need of increasing 


87 Parliamentary Papers (1824), XVIII. There was also a Southern whale 
fishery in which Hull did not share which employed, during the years 
1818-24, rather more than one-third of the total whaling tonnage. 

68 T. Sheppard, op. cit., p. 111, reproduces this map. 

6° H. Munroe, “ Statistics of the Northern Whale Fisheries, from the 
Year 1772 to 1852,” Journal of the Royal Statistical Society, Vol. XVII, 1854. 

70 Greenwood, op. cit. (1835), pp. 41-2. 
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shipping accommodation. What, it may be asked, caused this 
change in the scale of the port’s activities? The answer is that 
New Hull was the almost inevitable outcome of those economic 
changes associated with the Industrial Revolution which were 
both transforming and expanding the hinterland of the port. 
Improved waterway facilities, the use of vessels propelled by 
steam, and—even before 1840—the beginnings of railroad con- 
struction, served to press the business relations of the port fur- 
ther and further inland. Changes in the technique of production 
brought about an intense concentration of large-scale industries 
in the West Riding, in Eastern Lancashire, on the South York- 
shire and Nottingham coalfield, and in Staffordshire. And, 
concurrently with these changes, the result partly of immigra- 
tion and partly of an increasing birth-rate, population grew 
rapidly within the area of the port’s influence and underwent 
marked changes in distribution. The significance of all these 
changes, highly favourable to port development, is best appre- 
ciated by briefly comparing and contrasting the hinterlands of 
modern and medizval Hull. 

As the Industrial Revolution proceeded, Hull exported in- 
creasingly woollen and cotton goods, cotton twist, pottery, 
earthenware, lead, and iron and steel goods, and imported mainly 
wool, flax, oil-seeds, timber and wheat; in the Middle Ages the 
exports were mainly wool, leather, corn and lead, and the im- 
ports wine, timber and wax. A hinterland, the economy of 
which was chiefly agrarian in character in the Middle Ages, had 
become essentially industrialised. This change is illustrated by 
the relative importance of the East and West Ridings, as parts 
of the hinterland of Hull, in the fourteenth and in the nine- 
teenth centuries. In the fourteenth century the East Riding, 
which produced wool (on the Wolds) and corn (on the 
Holderness plain), was only a little less populated than the 
much more extensive West Riding”; by 1801, however, the 
industrialised West Riding had five times the population of the 
East Riding. The centre of the immediate (or Yorkshire) 
hinterland of Hull lay at this time in the western and south- 
western parts of the West Riding, in and around the industrial 
towns, situated on the Yorkshire and Nottingham coal measures, 
at the foot, or in the valleys, of the Pennine Hills. In the four- 
teenth century York and the other great towns of the Vale of 
York were the chief centres of population, supported by gild 


71 &. Powell, The Rising in East Anglia in 1381, Appendix I, gives popu- 
lation figures based on the Poll Tax Returns of 1377 and 1381. 
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industry, in the West Riding, whilst Beverley, the capital of 
the East Riding, situated to the north of Hull, was an important 
cloth-making town which surpassed Hull in wealth and popula- 
tion. By the year 1801, however, the distribution of population 
in Yorkshire had strikingly changed. Hull then exceeded in 
population, not only Beverley but York itself, which had lost 
its old pre-eminence as a centre of industry and trade. The 
other great towns of the Vale of York had declined in relative 
importance ; old settlements, newly developed, like Leeds, Wake- 
field, Huddersfield and Halifax, were gathering around them 
the woollen industry and growing populations, as the gild 
system broke down in the corporate towns, whilst Sheffield, 
Rotherham and Barnsley became increasingly important. 

The concentration of the woollen and worsted industries in 
the West Riding, both of which catered for a widespread market, 
was the most marked feature of Yorkshire’s industrialisation. 
By 1835 more than one-half of the woollen and worsted factories 
of England were localised in the West Riding, as well as one 
third of the linen factories.” Further, the mining of coal was 
being developed. The export of coal from Hull, Goole and 
Selby was, it is true, very small before 1840,”° but local needs 
were satisfied; coal was used at first mainly for domestic pur- 
poses, but after c. 1800 for the steam engine and for smelting 
iron by Cort’s new process.  Collieries were opened around 
Leeds, along the Calder below Wakefield, around Sheffield and 
Barnsley, and after 1835, along part of the Leeds-Selby rail- 
way : the general distribution of the pits was closely related to 
the facilities of water or railway transport. Iron foundries were 
working at Bowling Moor and Low Moor, as well as at Sheffield 
and Rotherham and their neighbourhood: the actual output of 
iron, though increasing, was still very small by 1848 (27,646 
tons in 1806, 66,560 tons in 1848). But the production of steel 
and steel goods grew at Sheffield and Barnsley under the 
stimulus of Huntsman’s method of making crucible steel; local 
coal was used normally after 1800 for the smelting and fining pro- 
cesses as well as for smithing, but most of the iron used was 
of Swedish or Russian origin, imported via Hull. 

Improvement in waterways reflected the increased activity in 
the areas of production and bound Hull more closely to its chang- 


72 Tables of Revenue, etc., Part VI, 1836. 

73 Between 1834 and 1839 Goole exported about 100,000 tons a year, and 
Hull about one quarter of this. In 1836 Yorkshire coal imported into the 
port of London formed hardly 1 per cent. of the total supplies brought 
coastwise. Parliamentary Papers (1837-8), XV, 244. 
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ing and extending hinterland. In 1739 the Don was made navig- 
able from Tinsley, near Sheffield. By an Act of 1699, passed 
with a view to advancing the cloth trade, the rivers Aire and 
Calder were rendered navigable below Leeds and Wakefield re- 
spectively : at that time goods had to be sent by road as far as 
Rawcliffe. In 1776 the river navigation was further improved 
by the construction of a canal—towards which the Hull Cor- 
poration subscribed £500%—from Haddlesey on the Aire to 
Selby on the Ouse, whence vessels might continue up that river 
to York or down to Hull. Thanks to its being selected in this 
way as a link between the industrialised west and the port of 
Hull, the old abbey town of Selby enjoyed a spell of industrial 
and commercial prosperity. A wooden leaf bridge was built in 
the 1790’s’*—the lowest bridge on the Ouse—and a new road was 
made to Leeds under an Act of 24 Geo. II. Passengers and 
goods reached Selby from Leeds and Wakefield by the canal 
and were trans-shipped into the ships (steam packets after 1815) 
which plied regularly to Hull, by way of the tortuous and often 
warp-filled channel of the Ouse. Selby was exempted dues 
payable to the Dock Company at Hull, although it formed part 
of the legal port of Hull until 1828, when it was included in the 
port of Goole. Its industries were similar to those of Hull: 
shipbuilding, rope and sail-making; and it carried on a direct 
coastwise trade with London and Lynn, exporting mainly coal, 
stone and textiles. By 1801 it had a population of 2,861, two- 
thirds of which—an unusually high proportion—were engaged 
in trade and industry. In 1834 a new road was completed which 
linked Selby with Doncaster, by way of Haddlesey, more 
directly than by the old road through Snaith. Finally, in 
1834, Selby was reached by the first Yorkshire railway, the line 
from Leeds, whence connections were soon to exist with York 
in 1839, with Manchester in 1841, and with London via Rother- 
ham and Derby in 1840.’* George Stephenson’s survey in 1825 
envisaged the construction of a line from Leeds to Hull, but 
Ouse waterway interests prevented the continuation of the line 
beyond Selby, and Hull was not reached by rail until 1840.77 
Before this date Selby’s position as a port of trans-shipment be- 
tween the West Riding and Hull had been largely assumed by 
Goole. The Knottingley and Goole canal, completed in 1828, 
with connections to Wakefield and Barnsley and new dock faci- 


74 Hull Corporation Bench Book, 9, under the date August 31st, 1773. 
7 HB. Parsons, The Tourist’s Companion (1835), p. 135. 

76 H. G. Lewin, Early British Railways, map p. 7o. 

77 G. G. Macturk, op. cit. 
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lities at Goole, provided an alternative route, shorter and more 
dependable than that by the canal to Selby and the River Ouse. 

The revival of Selby—it had been an important Medizval 
town—and the new and more continuous growth of Goole illus- 
trate the westward shift in the centre of gravity of the Yorkshire 
hinterland of Hull from towns like York and Beverley to the 
West Riding woollen towns. MHull’s trade relations with the 
cotton towns of East Lancashire, hitherto dependent on pack- 
horse and wagon roads across the Pennines, were drawn closer 
by the construction of three trans-Pennine canal systems, the 
Rochdale canal, which connected the Bridgewater canal at Man- 
chester with Wakefield via Halifax, the Huddersfield canal, 
and the Leeds and Liverpool canal, completed in 1816. (Fig. 2.) 
In consequence, Hull became more effectively the natural outlet 
for Lancashire goods destined for Northern Europe, and it is 
significant that between 1825 and 1840 cotton goods, and in par- 
ticular cotton-twist, became the chief articles of export at Hull. 
Similarly, to the south-west of Hull, the Trent and Mersey 
canal, opened in 1777, deepened the penetration of the port, and 
tightened its relations with areas which were also undergoing 
industrial change. Originally, in the Middle Ages, the rivers 
Trent (navigable below Wilden Ferry) and the Don (navigable 
below Stainford, near Doncaster) had established water routes 
for light craft which brought down to Hull natural or agricul- 
tural products such as lead, building stone, timber and victuals 
from Derby, Lincoln, and Nottingham.”* But by the Trent and 
Mersey canal Cheshire, Stafford and even the Birmingham 
region were linked by canal with Hull, and although foodstuffs 
(e.g. from Cheshire) still formed an element in the trade, manu- 
factured goods came more and more to predominate: pottery 
and earthenware from Stafford, cast iron from Derby, metal 
goods from Birmingham and beer from Burton-upon-Trent ; 
whilst coal, together with lead, figured as an article of shipment. 
In return, Hull sent up-stream iron, timber, corn, oil and various 
manures. 

Thus the Hull of 1840 was functionally related to an extending 
hinterland of increasing productivity which overlapped into the 
several areas served more directly by the ports of Liverpool, 
Newcastle, Bristol and London. It is clear, however, from the 
evidence before the Parliamentary Committee on the Hull Dock 
Bill of 18407? that the port was inadequately adapted to the 


78 Rolls of Parliament, V, 44a. Petition to Parliament, 1442, describes 
the traffic on the Don. 79 Parliamentary Papers (1841), IX. 
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growing requirements of its commerce. The channel of the Old 
Harbour and its approaches had become dangerous through 
neglect ; some six steamships belonging to the port were too broad 
to enter the Humber Dock; whilst there was a lack of storage 
space for imports, particularly for timber. It was imperative for 
the town once more to reconcile its conflicting interests so that 
legal sanction could be obtained for a policy of dock extension 
along the Humberside. Then only could the town of Hull 
effectively meet the criticism, to which it was not unfairly 
exposed in 1840, that it was slack in exploiting its excellent 
natural advantages. 
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The Payment of Reparations 
By GILBERT WALKER. : 


GERMANY’S BALANCE OF TRADE 1924-30. 


TuE characteristic feature of Germany’s foreign trade since the 
reconstruction under the Dawes scheme of 1924 has been a large 
surplus of imports over exports. Annual adverse balances of 
trade, rising to as much as £170,000,000 (1927) were shown in 
1924, 1925, 1927 and 1928. In 1926 and 1929, there were small 
favourable balances of £20,000,000 and £2,500,000 respectively ; 
and in 1930 the balance in Germany’s favour reached the 
substantial figure of £75,000,000. 

The favourable balance of £20,000,000 in 1926 was probably 
largely the consequence of industrial trouble in Great Britain. 
The extraordinary expansion of Germany’s exports of coal and 
coke in 1926 and 1927 to a level not subsequently maintained 
supports this opinion. 

The export surpluses exhibited in 1929 and 1930 have, it is 
true, been greatly assisted by considerable falls in the prices of 
imported raw materials and semi-manufactured goods. Neverthe- 
less, it seems likely that the development of favourable balances 
in the last two years, and especially the very rapid increase of 
last year, indicates a substantial change in Germany’s position 
as an international trader. 

Till the beginning of 1929, the shortage of capital in Germany, 
both for long and short term investment, was so acute that 
interest rates were well above those current in Great Britain 
and the U.S.A., if the levels of the respective bank rates are 
any indication. Foreign capital poured into Germany. Recently 
it has been discouraged. T'aking into account payments of the 
Reparation annuities, and the “ invisible ’’? items of services 
and interest payments, Germany’s annual net import of capital 
fell from £280,000,000 in 1927 to £140,000,000 in 1929." 

As the trade returns for 1924 are not reliable, no precise 

1 The import of capital last year was still smaller. The Institut fiir Kon- 
junkturforschung has estimated it to be £50,000,000 (Supplement to Weekly 
Report, January 14th, 1931). See Appendix IV. 
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figure for the total net import of foreign capital since 1924 
can be obtained. Angell, in his book, The Recovery of 
Germany, gives an estimate of £800,000,000, up to the end of 
1928, to which an additional £190,000,000 must be added on 
account of the import during 1929 and 1930. About half 
of this sum has been invested in the work of reconstruc- 
tion, together with £1,200,000 (Angell’s estimate) of current 
domestic savings. The remainder has been used to pay repara- 
tions. Reconstruction has taken not only all Germany’s own 
output, but has required as well a good deal of help from the 
rest of the world. It has been impossible to pay the Dawes 
annuities out of current production. The liability could only 
be discharged by reborrowing. Germany has met the reparation 
liabilities punctually, but a commercial debt to private foreign 
citizens has replaced a political debt to foreign governments. 

The danger of this substitution is clear. In times of crisis a 
moratorium may be obtained in respect of a political liability 
like the reparation payments, without loss of credit; and there 
is always the possibility that a future revision may reduce the 
capital value of the remaining payments, or cancel them 
entirely. A commercial debt to private foreign citizens 
imposes a considerably heavier burden. ‘The national credit of 
the debtor depends upon the punctual service of a commercial 
debt, and there is no hope of cancellation or reduction. 

Payment of reparations till the end of 1929 was no more than a 
“book transfer.’’ ‘That part of Germany’s debt upon which a 
moratorium could be obtained comparatively easily was reduced 
and that more onerous, part of the debt, the service of which 
must be met unconditionally, was increased by an equal amount. 
The total external liability was not reduced at all. It was in 
fact increased by the £400,000,000 or £500,000,000 of foreign 
capital invested in domestic reconstruction. 


GERMANY’S EXTERNAL OBLIGATIONS. * 


Germany’s total external debt can be finally liquidated either 
by the export of a sufficient value of her goods and services, or by 
what these can buy, to her foreign creditors, or by the cancella- 
tion or repudiation of her liability. The last alternative need 
not be considered here. The second, cancellation, can apply 
only to that part of the total liability, a constantly diminishing 
proportion, which remains a debt to foreign governments. In the 
future, it is to be hoped, this method will be seriously considered ; 
it does not concern us now. 
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There remains finally, the first alternative, the export of a 
surplus of goods and services, as the only method of liquidating 
completely an external debt which cannot be cancelled. But in 
the meantime, of course, there is no reason why Germany should 
not continue to discharge her immediate liabilities by fresh 
borrowing. As long as foreign capitalists will lend, Germany 
can always borrow. 

For how long foreign capitalists would be willing to permit 
Germany to incur fresh capital liabilities to meet current charges, 
or for how long Germany would be able to present sufficiently 
attractive opportunities for the investment of foreign capital 
without causing herself serious inconvenience, one cannot, of 
course, say. The case of Australia shows that foreign capitalists 
will not lend indefinitely the sums required for the service of 
existing debt, and it is always to be expected that new and more 
profitable openings for capital investment will arise in the course 
of the world’s economic development. ‘The decline of foreign 
lending to Germany has already been noticed. In 1929, the 
annual net import of capital was only sufficient to cover Ger- 
many’s external obligations, reparations and interest, etc., upon 
existing debt; and by the end of 1930 it had fallen to a still 
smaller figure, appreciably less than the sum required for the 
service of the external commercial debt. Now that she is no longer 
borrowing at the same great rate, Germany has no alternative 
but to meet her liabilities by the creation of a sufficiently large 
surplus of exports. 

The average reparation annuity under the Young Plan is about 
£100,000,000 (it rises from £85,000,000 in the first year to 
120,000,000 in 1956). In addition, the service of the 
£1,000,000,000 (approximately) that Germany has already bor- 
rowed abroad, has also to be met. ‘Taking into account the 
high interest rates ruling at the time at which the greater part 
of it was borrowed, the annual charges upon this debt may 
amount to as much as £100,000,000 annually. Recently rates of 
interest have fallen, even in Germany, and, if recent political 
events are not taken too seriously, it is possible that the annual 
service of this debt may be reduced considerably by conversion and 
reborrowing. The figure of £100,000,000 sets a maximum. For 
a considerable time to come, therefore, Germany will have to pay 
abroad annually a sum which may be as large as £200,000,000. 
It will be increased, if Germany continues to borrow to meet 
her annual liabilities. It will be decreased, possibly by the whole 
amount of the service of the commercial debt, if Germany’s 
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creditors are content to reinvest interest and sinking fund upon 
it year by year in Germany or if successful conversion operations 
are carried out. The minimum which Germany must pay abroad 
each year is the reparation annuity. The actual payment abroad 
in any one year will probably lie between these two limits.* It 
will be interesting to attempt to estimate Germany’s capacity to 
create an annual export surplus of a value greater than 
100,000,000. 


Tue ELAsticity of GERMANY’S BALANCE OF TRADE 1925-29. 


Germany shares with Great Britain the position of a workshop 
of the world. She imports food, raw materials, and semi-manu- 
factured goods, and exports the finished product. It is to be 
expected, therefore, that the creation of a large surplus of exports 
over imports depends more upon an expansion of exports, than 
upon a reduction of imports. Any great reduction of imports 
might only be obtained at the cost of depriving the exporting 
industries of the raw materials they require. 

Broadly speaking, this inference is borne out statistically. 
The fall in the value of German imports by 5 per cent. 
(£39,000,000) between 1927 and 1929 was not accompanied by 
any significant diminution in the volume of those imports; and 
it is the quantity, and not the value of imports which is important 
here. 

But the fact that the volume of ‘‘ all imports ’’ remained un- 
changed over these three years must not be allowed to obscure 
the significant fact that it was only the net volume of imports 
that remained constant. ‘The import by volume of food and 
drink, and of manufactured goods, fell off very considerably, 
while the quantities of raw materials and semi-manufactured 
goods imported rose by exactly the same amount.*® 

At the same time German exports (by value) rose by 13% per 
cent. (£134,000,000). She obtained the extra supplies of raw 
materials, etc., required for this considerable expansion in her 
exports without increasing the total volume of her imports, just 
because she was able to cut down her import of certain commo- 


2 The annual net export of interest (see Appendix IV) rose from 
£35,000,000 in 1927 to £65,000,000 in 1929 and £60,000,000 in 1930. It seems 
likely’ that Germany’s creditors are requiring the repayment each year of 
more than half the sum due to them. The rest is, presumably, being rein- 
vested in Germany. 


3 Quantities of imports in Diitzenden, expressed as percentages of quanti- 


ties in 1929. 1929 1928 1927 1926 1925 
Import of food and drink ... Ses a 100 118 136 103 99 
3 peLLaW | taretialwsebe umm ae 100 95 096 59 75 

», manufactured goods ... ss 100 130 II9 59 = 770.5 


Total imports aa ah ve ade I00 99 IoI 65 81 
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dities (food, drink and manufactured products, that is, ‘‘ con- 
sumers’ goods ’’), by the amount by which her import of certain 
other commodities (raw materials and semi-manufactured pro- 
ducts, that is, ‘‘ producers’ goods ”’), had to be increased to meet 
the requirements of her increasing export trade. 

Thus while it is unlikely that any great help in the creation 
of a surplus of exports over imports is to be looked for in the 
reduction of German imports, the fact that such reductions are 
possible and have taken place, simultaneously with an increase 
in exports for which further supplies of raw materials have to be 
imported, must not be overlooked.* 

Germany’s exports have been increasing year by year since 
the reconstruction of 1924 till they reached the total in 1929 
of £674,000,000. This figure is only 1 or 2 per cent. less than 
the total value of exports in 1913 (reckoned in terms of 1929 
prices), and appreciably larger than that of the other years 
preceding the war. Imports, after reaching a maximum in 1927, 
have since fallen off. In 1929, with a total of £671,000,000, 
they were about 8% per cent. less than they were in 1913 
(reckoned again in 1929 prices). 


THE DECREASE OF IMPORTS 1913-29. 


The decrease in imports, when 1929 is compared with 1913, 
has occurred chiefly in the imports of raw materials, and of 
food. The chief items are: 


Imports Decrease. 
Wood and timber ... aa. =O per cent, 
Raw hides and pelts --» 19 per cent, 
ft See ae ae «> Re per cent 
Shellac and raw rubber ... 37 percent. - 
Unrefined and scrap metal... 10 per cent. 
Raw textiles a? Anes We Cent. 
5) Ree a cs “pe ..» 45 per cent. 


4 Tt is worth noticing that the imports by volume into Germany were 
substantially less in 1930 than they were in 1929. The decrease was shared 
fairly uniformly by all classes of imports; and it was appreciably greater 
than the falling off in export by volume. 


Imports. Exports. 
1929 1930 1929 1930 
Food and Drink ... om wo 100 84 100 83.0 
Raw Material, etc. ... “fi oie 100 86 I00 92.0 
Finished Goods ... or ac 100 79 I00 gI.5 
ocale jc: 100 85 100 O1.5 


If this reduction of imports by volume relative to exports by volume, and 
especially the reduction of the volume of imports of raw material, etc., 
relative to exports by' volume of finished goods is maintained, the conclu- 
sion arrived at in this section may have to be abandoned. 
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On the other hand, the imports of certain other commodities 
have increased during the same period, e.g. : 


Increase. 
Yarns:, Pe — id AO) Petceiias 
Clothiwete, ss a Pt a DeLee. 
Tron Ware .> oF =) 2O4 Per eetks 


(Wire, plate, tube, etc.) 


The falling-off in imports, and the changes in their character, 
can be largely accounted for by the loss of German capital held 
abroad before the war, and by the cession of territory under the 
terms of the Treaty. : 

Unfortunately it is not possible to estimate how much of the 
changes in Germany’s foreign trade since 1913 are to be 
accounted for by these losses of territory and overseas posses- 
sions. The trade returns for the Saar Basin are given separately 
each year since the Treaty, but those for Alsace-Lorraine, 
Memelland, and Luxemburg are only available separately up 
to 1927. Upper Silesia and the Polish Corridor are never separ- 
ated from the rest of Poland. As Germany’s foreign trade 
with Poland makes up about half her trade with the ceded 
territories; as the proportion which trade with the other terri- 
tories bore to total (German) trade during the years for which 
separate returns were published fluctuated widely; and as, 
thirdly, ‘‘ entrepét’’ trade with these areas cannot be distin- 
guished from ‘“‘ special’’ trade, it does not seem worth while 
attempting to make an estimate, the limits of error of which 
would be commensurate with the proportionate changes in imports 
to be accounted for. 

The very great changes in imports of coal and metallic ores, 
which have decreased by 25 per cent. and 45 per cent., and of semi- 
manufactured iron, which has increased by 204 per cent., can 
almost certainly be put down to the loss of the primary industries 
carried on in Alsace-Lorraine and the Saar. But further than 
that one cannot go. 


THE INCREASE OF EXPORTS 1913-20. 


Compared with imports, the development of German exports 
is much more signficant. In relation to the years which preceded 
it, 1913 was a good year for exports. Based on the figures for 
IQIO as Ioo, and not taking into account changes in the (falling) 
value of money, the following figures are obtained : 
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Year. Exports. Imports. 
1910 = 100 pe 100 
IQII a 108 ex 108 
IQI2 sie I20 ate Ii2 
IQ1I3 “i's 135 ine 112 


It is reasonable to conclude that the real changes between post- 
and pre-war years are rather greater than comparison based on 
1913 indicates. 

Compared with 1913, exports of Food and Drink have suffered 
badly, being reduced in 1929 to about half of their pre-war value. 
This loss is almost entirely accounted for by diminished exports 
of rye, oats and milled products, and beet-sugar, which are down 
respectively to two-fifths and one-seventh of their former values. 
The loss of the Polish Corridor, and increasing tariffs on sugar, 
are probably a sufficient explanation of this particular reduction. 

Exports of raw materials and semi-manufactured goods have 
suffered slightly, being reduced by 5-6 per cent. (£4,000,000 in 
terms of 1929 prices). The commodities principally affected are 
unrefined and scrap iron, and coal, which have fallen respectively 
to two-thirds and three-quarters of the values exported in 1913 
(i.e. £53,000,000 together). On the other hand, exports of 
finished products have increased by 6% per cent., representing 
an increase of about £29,000,000 over 1913. ‘The increase is 
general, the only important decreases being : 


Decrease. 
Cloth a a 12 per cent. 
Manufactured textiles .20) LO percent: 
Dressed leather, shoes, etc. 20 per cent. 
Rubber goods ma 40 HOS Per vent. 
Toys = na se 4 per cent: 


Exports of these commodities in 1929 amounted to a fraction 
less than {100,000,000 Certain miscellaneous products also 
showed decreases, iron blooms, potash and motor cars (a total 
sum of £8,500,000 in 1929) being the most affected. 

The most remarkable increases have occurred in 


Increase. 
Fodder = pe chk 182 per cent. 
Artificial and floss silk yarns ... 218 per cent. 
Machinery (including electrical) 42 per cent. 
Paper and paper wares ... 1a. © 935 per cent, 
Cellulose and celluloid products 113 per cent. 
Heavy chemicals rip vo. 11g per cent, 
Ships re ae Bs ... 400 per cent. 
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In 1929 these exports amounted to a total of £139,100,000. 

Of more importance than the increases since 1913 is the 
rate of growth of exports since 1924. Here again exports of 
finished goods have increased at the greatest rate, if one dis- 
regards the temporary stimulus given to exports of German 
coal and iron by the industrial trouble in Great Britain in 1926. 
Among finished goods, the most rapid growth has occurred in 
the export of yarns, machinery and electro-technical apparatus, 
furniture and manufactures of wood, heavy chemicals, and cer- 
tain miscellaneous items. Slightly less rapid has been the re- 
covery of manufactures of non-ferrous metals and raw textiles. 
Among other items, the exports of vegetable-oils and eating fats 
(not including butter) have shown a very rapid increase. The 
only decrease took place in the export of coal and raw iron, for 
the reason just given. 

The movements of these items of export are best illustrated 
by curves.” In the diagram, in each case the relative level of 
exports for each year is shown, calculated in terms of 1929 
prices, as a percentage of the value of those exports in 1929. 
Unless otherwise specified, ten centimetres equal rIoo. 


THE FuTURE OF GERMANY’S BALANCE OF TRADE. 


The nature of Germany’s industry, her position in the world 
to-day, as a country importing raw materials and exporting the 
finished product, and the development of her foreign trade since 
1913 and since 1924, all point to an expansion of the exports of 
finished goods as the source of an export surplus. But the 
difficulties of attempting to estimate the prospects of Germany 
being able to obtain the necessary expansion are considerable. 

It is true that a I per cent. increase in these exports would 
produce not quite £5,000,000, or just under 5 per cent. of the 
amount required, and it is true that the items showing the most 
rapid increase since 1924 amounted to an export of only 
£188,400,000 out of a total export of finished goods of 
£500,000,000 in 1929. But it is also true that exports of 
finished goods have increased by 45 per cent. since 1925, and 
that the figures for 1929 show an increase of 13 per cent. over 
the figures for 1928. The exports of machinery alone have 
very nearly doubled since 1925, rising from £44 millions in 
that year, to £87,000,000 in 1929. If Germany’s exports of 
finished goods go on increasing at this great rate, or at a rate 
even approaching it, it will not be long before an export surplus 


5 See Appendix I. 
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of a reasonable size will have been created. Even if it is not 
large enough completely to meet her international liabilities, 
it may well be so large that she will have little difficulty in 
borrowing sufficient to cover the balance of her debts, 


(a) THE VALUE oF Goxp. 


This somewhat optimistic conclusion cannot be accepted with- 
out further consideration. Germany’s liabilities are reckoned 
in gold. Movements of prices, both in the relative prices of her 
exports and in the general level of gold prices, will consider- 
ably affect her chance of creating an export surplus. 

The general level of gold prices all over the world has been 
falling since 1921-22. Falling prices not only increase the burden 
that the payment of reparation lays on Germany, by increasing 
the volume of goods required to make a given gold payment, 
but they also make it considerably harder for her to create the 
required export surplus, by reducing the gold value of her actual 
commodity surplus. It is instructive to observe that a fall of 
three points in the general level of prices between 1928 and 1929 
reduced a percentage increase in the volume of exported finished 
goods of 16 per cent. to an increase of value of only 13 per cent. 
Fortunately, the value of her imports was reduced more than 
proportionately, and so the export surplus of £3,000,000 shown 
in 1929 was larger than it might have been. 

Falling prices in future, brought about by the appreciation 
of the value of gold, will increase Germany’s difficulties very con- 
siderably and, vice versa, an inflation of gold prices would ease 
them. 

But if, as has been the case up to the present, the fall in the 
general price level is accompanied by an even greater fall in the 
price of German imports, it is always possible that the apprecia- 
tion of gold would not increase Germany’s burdens very greatly, 
for the margin between exports and imports, out of which an 
export surplus is created, will be increased by the relative fall 
in the price of imports, although export prices themselves are 
falling. What will be the actual course of future movements, 
both of general prices and of those of raw materials, one cannot 
of course say. Too much depends upon the gold policy of central 
banks and upon the output of agricultural and mining countries. 


(b) CHANGES IN RELATIVE PRICES. 


In any case, the question of the changes in relative prices 
is probably of greater importance. In the Economic Journal 
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for 1927, it*will be remembered, Mr. J. M. Keynes argued that 
Germany could not create an export surplus. He contended 
that any considerable expansion of her exports could only be 
obtained at the expense of a fall in unit prices so great that the 
aggregate value of the greater volume of exports would be not 
much greater than, or possibly even less than, that of the less. 

If this assumption of an inelastic market for German exports 
is sound, then it is clear that the payment of reparations is 
ultimately impossible, as Germany never will be able to create 
the necessary export surplus. 

Elasticities of demand, even for single standard commodities, 
are almost impossible to measure; and when one is considering 
development of demand over a long period of years, possible 
changes in demand have to be taken into account as well. 
Germany does not export a single standard commodity, but 
practically the whole range of manufactured goods. Her inter- 
national liabilities are such that the period of time that must 
be contemplated in this discussion is at least the rest of this 
century. In addition, the world markets for exports, which 
Germany supplies, are highly competitive, and likely to be 
violently and suddenly affected by political complications. 

Leaving this unpredictable element in the situation out of 
account, theoretical speculation, one would have thought, points 
to a fair degree of elasticity in the demand for the goods of any 
one manufacturing country ; and a demand that would be inclined 
to increase in a world growing progressively richer, and having 
more to spend upon capital equipment, and the material refine- 
ments of civilised life. 

The conflict of opinion upon the degree of the elasticity of the 
demand for German exports, and the probable future course of 
that demand, cannot be decided statistically. Nevertheless, 
examination of the development of German export markets up 
to the end of 1929 may afford a basis for tentative judgment. 

A second set of diagrams is apperided,® showing the move- 
ments of the relative prices of total imports and exports, and 
certain selected classes of goods, e.g. exports of finished goods, 
imports of raw materials and semi-manufactured goods, and of 
foodstuffs. ‘The scales are the same as for the first set of dia- 
grams, and the figures for preceding years are given as a 
percentage of 1929. 

These prices are obtained by dividing the total value of exports 
or imports, adjusted to the price level in 1929, by the total 


® See Appendix II. 
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quantity in Diitzenden, the unit of quantity used in German 
official publications. Thus no account is taken of changes in 
the quality of the goods. This consideration probably accounts 
in part for the extraordinary variation in the price of German 
exports up to 1927. 

Export prices fell more or less considerably from 1925 to 
1926, and then rose fairly rapidly to a maximum in 10928. 
During 1929 they declined very slightly, but not sufficiently to 
cause a falling off in their aggregate value. It is interesting to 
notice that the price of finished goods per ton remained fairly 
constant from 1927 to 1929, rising a little in 1928, and not 
falling at all in 1929, while the volume of finished goods ex- 
ported rose sufficiently to increase the values of these exports 
by 26 per cent. From 1925-29 the prices of total imports, and 
imports of raw materials and manufactured goods have been 
falling, at first steeply, but since 1927 less rapidly. The prices 
of imported foodstuffs have behaved in an erratic manner, as 
agricultural prices generally do. 

Falling prices of raw materials have been very much to Ger- 
many’s advantage. From 1927 to 1929 the volume of German 
imports remained constant, while their aggregate (gold) value 
fell by £40,000,000 or 5 per cent. 

As long as Germany must attempt to create a surplus of ex- 
ports over imports, by importing raw materials and exporting 
finished goods, the demand of the rest of the world for German 
finished goods will be the world supply of raw materials and 
semi-manufactured goods. The price of Germany’s exports of 
finished goods in terms of her imports of raw material, etc., 
rose very considerably during 1927, probably due to improve- 
ments in the quality of German products. During 1929 the 
rate of increase fell off, but the improvement in price of 
German exports in terms of the raw materials and semi-manu- 
factured goods that the rest of the world is prepared to sell to 
Germany has continued. 

Germany’s export trade has not only increased absolutely, 
but also in proportion to the export trade of the world as a 
whole, and of Europe in particular. Without making any 
allowance for changes in the value of money, Germany’s export 
trade increased by 45 per cent. between 1925 and 1929, Europe’s 
by Io per cent., and the world’s by 5 per cent. 

Her share of the world’s export trade during these five years 
increased from 8% per cent. to 11% per cent., and her share 
of Europe’s export trade from 15.8 per cent. to 20.9 per cent., 
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increases of 4o per cent. and 31 per cent. respectively. During 
this period Europe’s share of the world export trade only 
increased by 4 per cent., from 52.1 per cent. to 54.6 per cent. 

In the following table, the shares enjoyed by Germany of the 
world’s and of Europe’s export trade, and by Europe of the 
world’s export trade, in preceding years, are expressed as 
percentages of the shares enjoyed in 1929, no allowance being 
made for changes in prices. 


Germany’s trade Ditto as % Europe’s trade 
as % of of World’s as % of 
Year. Europe’s trade. trade. World’s trade. 
1925 vs 76 aoe 95-5 
1926 a. go 84 96 
1927 she 85.5 82.5 99 
1928 Tet 94.5 QI 99 
1929 = 100 100 100 


This table shows clearly the extent to which Germany’s relative 
position as an exporter has improved since the reconstruction. 

Expanding exports of finished goods over a period of years, 
accompanied by rising, or, at worst, stationary prices, either in 
terms of raw materials, or of all other goods; and an increasing 
share of a relatively stationary world trade are, admittedly, not 
conclusive evidence against the assumption of an inelastic world 
demand for German products. But they do point to a world 
demand for German exports which, even if it is not remarkably 
elastic, is, at least, not so inelastic that a greater volume of 
exports will produce a less aggregate price. Take into considera- 
tion as well the general fall that has occurred all over the world 
in the price of agricultural produce, raw material, and semi- 
manufactured goods, relative to the price of finished products, 
and it seems impossible to resist the conclusion that the character 
of the market for German goods is not such that, for one reason 
or another, the possibilities of expansion shown by her export 
trades will be incapable of producing’ the required surplus of 
exports. 


THE POSITION IN 1930. 


Comparison of the preliminary figures for 1930 with the trade 
returns for 1929 shows that, even if the improvement in Ger- 
many’s export trade was not continued in 1930, she has at least 
maintained the position reached by the end of 19209. 

In common with the foreign trade of the world, Germany’s 
trade suffered a set-back during 1930. 
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£000,000. 
Exports. Y Imports. 
1929 _1930 % 1929 -1930 % 
Total Soi 674.2 601.8 —10.7 672.4 519.7. —23.4 


Food and Drink 36.2 27.5 ~ 23.9 (198.4 154.4 

Raw materials, 

Semi-manu- 146.5 122.5 16.4 |360.3 275.4 
factured goods 

Finished Goods 491.7 451.9 —8.5 £53659 900,90 = 2015 


— 23.0 


It is significant that total export trade has been injured rela- 
tively much less than total import trade; and that the exports 
of finished goods have fallen off relatively least of all. 

The remarkable feature of the economic history of 1930 was 
the very great fall in the general level of prices. This fall (of 
12% points or g per cent.) accounts almost entirely for the fall in 
the value of Germany’s exports. The ‘‘ adjusted ’’ value of her 
exports in 1930 is very little less than the value in 1929 (the 
diminution is under 2 per cent.). The ‘‘ adjusted ”’ value of her 
exports of finished goods shows a slight increase of about the 
same proportion over the corresponding figures for 1929. ‘The 
fall in the value of Germany’s import trade is not so large, of 
course, when allowance is made for falling prices, but it is still 
considerable (approximately 15 per cent. as against 23 per 
cent.). 

The gold price per ton that Germany obtained for her exports 
during 1930 fell just a little, by about 3 per cent. (total exports). 
But the gold price per ton of finished exports did not fall at all, 
rising slightly if anything (by about 1 per cent.)’ and the fall 
in the gold prices per ton of imports was so much greater that 
Germany was getting 9% per cent. more for all her exports in 
terms of all her imports in 1930 than she was in 1929. The ratio 
of exchange between exports of finished goods, and imports of 
food and raw materials and semi-manufactured goods turned 
even more in Germany’s favour, by nearly 13 per cent. 

One cannot yet compare the share of the world’s export trade 
enjoyed by Germany in 1930 with that in 1929, as figures are 
not yet available ; and so one cannot say yet whether the present 
slump has affected Germany’s trade to a greater or less degree 
than that of the world as a whole. But if the figures for the first 

7 If allowance is made for the fall in the general level of prices, the 
values per ton in terms of 1929 prices, of Germany’s total exports and of 
her exports of finished goods were 7 per cent. and 11 per cent. greater in 


1930 than they were in 1929. The corresponding values of imports per ton 
remained practically unchanged, only falling very slightly. 
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nine months of each year may be taken as an indication, it seems 
that Germany’s trade has suffered relatively less than that of the 
rest of the world. The differences are not large, but they are 
significant : 

RM. 000, 000, 000 


Germany’s Europe’s World’s 
export trade. export trade. export trade. 
First nine months, 1929 0.950 2:2 ASAT aes 89.8 
foes sy OBO = 0.129 aes 12-4 eee 
+% =8.0°° ee tr8 as ee ee 


Germany’s share of the world’s, and of Europe’s export trade, 
shows an improvement : ; 


Germany’s share Germany’s share Europe’s share 
of Europe’s of World’s of World’s 
export trade. exporttrade. export trade. 


First nine months, 1929 23.3% 11.1% ee 
ras », 1930 27.8% 12.4% 57-4% 
+% +203 +It.7 + OG 


It seems clear that Germany, in spite of depression in 1930, 
improved her position as an exporter, relative to Europe and to 
the world. 


GERMANY’S Export MARKETS. 


Before concluding this survey of the development of Ger- 
many’s foreign trade, it will be instructive to compare the geo- 
graphical distribution of her exports in the pre-war year 1913 
with that in the post-war years of 1925 and 1929. 

In the appended table® the first two sub-columns give Ger- 
many’s exports of finished goods, and total exports, respectively, 
to a number of groups of countries, in millions sterling. 
In the third column there are the corresponding figures for the 
total exports of the United Kingdom, as nearly as they could be - 
calculated. The second two main columns contain the corre- 
sponding figures for 1925 and 1913, adjusted to the 1929 price 
level, and expressed as a percentage of the figures for that year. 

For exports of finished goods alone, Africa, Asia, and Europe 
are better customers of Germany now than they were before the 
war. Exports to these continents have increased by 16 per cent., 
12 per cent., and 8 per cent. respectively, representing a total 
increase of £34,000,000 (in 1929 prices). Exports to the Ameri- 
can continent have retained about stationary, and only those 
to Australasia have suffered a definite setback, by 32 per cent. 
(only representing a loss of £2,000,000 however). 


8 See Appendix III. 
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In the case of particular countries, all the European countries 
except Great Britain and Ireland and France are better (or are 
at least no worse) customers of Germany now than they were. 
The increase is particularly noticeable in the case of the Scandi- 
navian countries which are absorbing to-day 7o per cent. more of 
Germany’s finished goods than they did before the war, an 
increase of £20,000,000 over 1913. ‘The decrease in the case of 
Britain and France is very marked. The demand of these two 
countries for Germany’s finished goods has fallen by 17 per 
cent. and 32 per cent. respectively, a decrease of about 
$20,000,000 together. 

Outside Europe the markets presented by the different coun- 
tries only differ slightly from those presented by the continents 
as a whole, except in the case of Africa. There the ex-German 
colonies are buying, naturally, far less German goods than 
before, while British Africa is buying very much more. Collec- 
tively, this market is not of great importance. 

Thus the markets for Germany’s expanding exports seem 
to be well spread over the whole world. As might be expected, 
her ex-allies and the Scandinavian countries are the best cus- 
tomers, and they are followed by Asia (excluding British India), 
and British Africa, There is nothing to indicate that the world 
markets for Germany’s finished goods are in any way narrow, 
or liable to become rapidly satiated. 


BRITAIN’S Export MARKETS. 


These changes in the geographical distribution of Germany’s 
exports may be compared with those that have occurred in the 
distribution of British exports between the same two years. 
Total exports are taken for the purposes of this comparison, 
as the British and the International (Brussels) Classifications of 
finished or manufactured goods are not parallel. 

The noticeable feature of this comparison is that only in two 
cases has an increased demand for Germany’s exports coincided 
with a diminution in the demand for British exports. In the 
first of these cases, Italy, Spain, and Portugal, the decrease is 
small enough to be of little significance. The second case, Asia, 
is, of course, of greater importance, but it is accounted for by 
the competition of domestic textile industries, and probably is 
not due to German competition at.all. 

In many cases, notably to Africa (excluding British Africa), 
Australia, and America (particularly the U.S.A. and Canada), 
the relative improvement in British exports is much more 
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marked than the improvement in German exports. Only in the 
case of Scandinavia, France, and British Africa did Germany 
enjoy a relatively larger market in 1929 when compared with 
1913, than did Britain. 

On the whole, the world market for exports seems to be show- 
ing itself capable of absorbing the produce of the export indus- 
tries of both countries. There seems to be no reason to fear that 
successful payment of. reparations will bring with it severe 
German competition for Britain’s export industries, or that com- 
petitive price cutting to retain markets will reduce the aggregate 
value of goods exported. : 


THE TAXABLE CAPACITY OF THE GERMAN PEOPLE. 


The Dawes Committee divided the problem of the payment 
of reparations into two; the ‘“‘ budgetary ”’ problem, concerned 
with the raising of the funds required for the payment of the 
annuities and the ‘“‘ transfer ’’ problem, concerned with the 
transmission of these funds abroad to the Allied Powers. Which 
of these two problems will ultimately present the most serious 
difficulties to Germany, has been a matter of academic con- 
troversy for some years past. 

Up to the present, the question has not arisen in practice. 
Germany has raised the funds from private foreign citizens, 
chiefly Americans, and has transferred these sums to the Allied 
Governments. But now that Germany is ceasing to borrow 
abroad, the possibility that either the budgetary or the transfer 
problem might prove insoluble, or even hard of solution, becomes 
a matter of very great urgency, both to Germany and the rest of 
the world. 

The evidence presented in this essay, of an expanding export 
trade on profitable terms, to markets in which British interests 
are not thereby prejudiced, make it unreasonable to suppose that 
difficulties of transfer alone will make the payment of repara- 
tions finally impossible, if the money can be raised in Germany. 
The recent development of Germany’s foreign trade has, in fact, 
already gone half-way towards solving the problem of transfer. 
The favourable balance of trade of last year (£75,000,000) 
must be increased by the net credit balance of invisible items 
(420,000,000) in order to arrive at the total surplus of exports over 
imports on all accounts in 1930. ‘This total export surplus of 
£95,000,000 is just under half of the maximum figure of 
£200,000,000 to which, it was estimated above, Germany’s 
annual external liabilities might amount. 
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As the obstacles to transfer are removed by the creation of a 
sufficiently large surplus of exports, the capacity of Germany to 
pay reparations will not be limited in the future, as it has been 
in the past, by the willingness of foreign capitalists to lend to 
her, but by the amount of her current output of goods and 
services that she can afford (or be forced) to export annually; 
by the capacity and willingness, that is, of the German people 
to bear taxation and to submit to a low standard of life. 

It is this latter problem, the “ budgetary problem ’’ of the 
Dawes Committee, which should cause the gravest concern to-day. 
It is noteworthy that the financial difficulties of the German 
Government began in 1928 and became alarming in the early part 
of last year (1930), during the time, that is, during which Ger- 
many’s foreign borrowing was falling to a figure barely sufficient 
to cover her external obligations. In view of the heavy commit- 
ments of the German authorities in respect of war pensions, 
unemployment relief, and other social services, and their large 
establishments of Civil Servants, and in view of the present 
depression, it would be rash to connect casually, present 
budgetary difficulties and reparations. 

Nevertheless one can say, I think, that now Germany is ceas- 
ing to borrow on so large a scale, her Government cannot both 
pay the Young Annuities and afford the luxury of the social 
services and of the other items of its Budget on their present 
scales (scales which are certainly not alarmingly high to English 
eyes). Increase of taxation for reparation purposes, or a reduction 
of public expenditure upon internal objects is inevitable. Which- 
ever alternative is adopted means a reduction in the German’s 
income and a lowering of his standard of life. Neither course 
is likely to be an easy one for a German Government to pursue. 

That Germany to-day is only just beginning to feel the pinch 
of her liabilities under the Peace Treaties is a point which can- 
not be emphasised too often. The budgetary problem, the prob- 
lem of persuading or forcing the German people to submit to a 
considerable reduction of their income, is just presenting itself. 
From 1924 to the end of 1929, the reparation annuities were met 
by borrowing. ‘The burden imposed fell not on the German 
people, but upon the foreign lenders. In 1930, for the first time, 
the reparation annuity was paid out of current output; and for 
the first time since the reconstruction of 1924, the burden of 
the reparation payments fell squarely on the backs of the 
German people. The whole of the £85,000,000 required for the 
annuity was deducted from their income. 
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In previous years, foreign capitalists had paid the annuities 
on Germany’s behalf, out of their savings. In future, it looks 
as if she must pay it herself, out of her current income. 

Angell, following the League of Nations, estimated Germany’s 
national income in 1928 at £48 per capita per annum, as against 
£90 in England, and £113.in the U.S.A. A reparation annuity 
of £100,000,000 is 3% per cent. of this income; or about 32s. per 
capita. Service on the foreign debt already incurred to meet 
inter alia the Dawes annuities, may bring the total burden of 
the external obligations up to nearly £3 per capita.° 

An income, it is true, may always be increased by work. Ger- 
many’s industrial production in 1929, was already 22 per cent. 
(L.N.U.) greater than it was in 1925, a figure which compares 
favourably with increases of Ir per cent. and 13 per cent. 
respectively, in the United Kingdom and in U.S.A. To have 
achieved this increase after the destruction and losses of the 
war and of the period of inflation means that Germany must 
already be working exceedingly hard, quite probably so hard, 
that it is unreasonable to expect her to make any further great 
efforts to produce. It is true that £1,500 or £1,600 millions of 
domestic and foreign capital has been invested in the work of 
reconstruction. But it is also true that much of this capital 
was invested not so much in order to produce lasting improve- 
ments in German industry whith might be expected to mature 
over a long period, but rather to repair the effects of wartime 
neglect, to restore her industry immediately as a going concern ; 
and to finance the process of rationalisation. 

The outlook for Germany is not very promising, and there 
is more reason to suppose that it will become more rather than 
less gloomy. The reparation annuity, which was only 
£85,000,000 in 1930, rises to £95,000,000 in 1936, £110,000,000 

9 The actual sums paid in 1928 were : 

as Reparations £100,000,000 or 328. per capita 
as Interest £35,000,000 or 148.* per capita, 
a total burden of 46s. per capita, and in 1920, 
as Reparations £125,000,000 or 4os. per capita 
E and as Interest £65,000,000 or 21s. per capita, 
making a total burden of 61s. per capita. The increase between the two 
years, of 32% per cent., is very large. 

The burden of the total external liability was less in 1930 than it was in 
1929. The reparation annuity for 1930 under the Young Plan is only 
£85,000,000, or 278. 6d. per capita; the payments on account of interest were 
60,000,000 (a preliminary official estimate) or 19s. 6d. per capita, a total 
of 478. per capita. Of this total of £145,000,000 (1930), £50,000,000, or 16s. 
per capita only, was covered by fresh borrowing. The remaining 
£95,000,000, or 318. per capita, was paid out of the export surplus of 


visible (£75,000,000) and invisible (£20,000,000) items, and represents the 
amount by which the German’s income was reduced during 1930. 
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in 1946, and £120,000,000 in 1956. (After 1966 the annuities 
diminish till 1988, the final annuity being £40,000,000.) 

In addition to this increasing annuity, the charges on Ger- 
many’s income will be increased in the near future, by some 
part, more or less large, of the service of the existing debt ; 
an annual charge which it has been noticed, may possibly be as 
great as £80,000,000 to £100,000,000. ‘The burden of this addi- 
tional charge has not yet been properly felt. Germany’s fresh 
borrowing in 1930 covered £50,000,000 out of the $60,000,000 
paid abroad as interest and sinking fund in that year. 

Finally there is the fact that Germany’s liabilities are 
reckoned in gold; and that the Young Plan makes no provision 
for a reduction of the gold value of the annuities to compensate 
the increase in their real value produced by a falling price level. 

So far, it has been noticed, the appreciation of gold values has 
been more than set off by the more rapid fall in the prices of raw 
materials. But if the value of gold continues to appreciate and 
if the prices of raw materials show any tendency to recover; or 
even, if they do not continue to fall at their present rates it is 
conceivable that the real burden which the Young annuities lay 
upon Germany may prove to be intolerable. 

The immediate future will be of very great importance both 
for Germany and for the rest of the world. It will show whether 
or not the development of Germany’s favourable balance of trade 
will in fact be maintained; and the solution of the transfer 
problem thereby guaranteed. And, what is of even greater 
importance, it will show whether or not Germany will succeed 
in solving the more serious budgetary problem ; whether or not, 
that is, the German people is going to be content in future with 
the low standard of life and very hard work that the payment of 
reparations involves. 


APPENDICES. 


Sources of material, here and in text: 


Statistisches Jahrbuch fiir das deutsche Reich. 
Wirtschaft und Statistik. 

Economist Monthly Supplement. 

London and Cambridge Economic Service. 


232 ECONOMICA [MAY 


APPENDIX I(a) 


1925, 1926, 1927, 1928, 1929 

Exports and Imports, as per- 
centages of values in 1929; 
adjusted for changes in the price 
level; and actual value in 1929. 
All imports £671,000,000. 

All exports £674,000,000. 


Import of food and drink 
£198,000,000. 


Import of raw material and 
semi-manufactured goods 
£360,250,000. 


Export of raw material and 
semi-manufactured goods 
£146, 300,000. 


° 


Export of finished goods 
£491,600,000. 
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APPENDIX I(b) 


1925, 1926, 1927, 1928, 1929 
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Exports of particular commodi- 
ties, as percentages of export in 
1929. Adjusted for changes in 
the price level; and actual value 
in 1929. 


Furniture and manufactures of 
wood £5,300,000. 


Raw textiles £2,800,000. 


Manufactures of non-ferrous 


metals £25,400,000. 
Yarn £15,000,000. 


Iron-ware £97,300,000. 


Electrical machinery 
£,28,950,000. 


Machinery £57,650,000. 


Artificial and floss-silk yarns 
£5,700,000. 
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APPENDIX II 


1925, 1926, 1927, 1928, 1929 
Percentage movements of relative 
prices. 


too All imports. 


100 Import of raw material and 
semi-manufactured goods. 


too Import of food. 


1oo All exports. 


100 Exports of finished goods. 


too All exports in terms of all 
imports. 


100 Export of finished goods in 
terms of raw material, etc., and 


food ; - 


Ioo in terms of raw material, etc., 
only. 


100 Gold Prices. 
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APPENDIX III 


Geographical Distri- 


bution of British and 1929 1925 I9I3 
German exports, 1925 Actual Values Values at 1929 Values at 1929 
and 1913, expressed £000,000. prices, as % of prices, as % of 
as % of 1920. 1929 Values. 1929 Values. 
Germany ae ctoeny : Germany 
ns. U.K. |finshd U.K. 
Total Total | goods Total Total | goods Total Total 
————— 
EvROPE 496-2] 219°3] 64°5 62 96 109 I106°5 
Germany, or Great 
Britain and Ire- 
land -| 53°8| 66-5] 36°13 68 IOI 148 I41 
Norway, Sweden 
and Denmark 48-9) 59°3 83 84:5 78 81°5 
France (+ Alsac 
Lorraine post war)} 21-05, 46-75 19°6 | 80°5 16 I23°5 
Italy, Spain, Portu- 
gal 31°6) 43°7 64 | 85-5 92 | 103 
Abanis, Bul., Ss. 
Aust.,. Ru., CS. 
Hung. -| 56°5) 75°55 65 | 84°5 117 | (82°5) 
Hoiland and Bel- 
gium (+ Lux. 
post war) 61°7| 98-2 62 86 87 87°5 
AFRICA ae 12-8} 15:°6| 79°81 62 89 92 79 
German Mandate 
Territories 8 9°5 61 _— 374 
South Africa, 
British Africa 6-1 6-7 Sif ae fe Ba 66 | 84°5 
ASIA .. 45°7 | 52°1 67 86°5 84 108 
India, Malaya, 
Ceylon .. 16 | 35-75 87 90 99°5 | 102 
AMERICA Se 85-15|104°65 65 gI IOI 88 
U.S.A. an 34°9 | 49°55 59 99 98:5 | 83:5 
Canada 37°5 4°25 4I 69:2 98 86 
Australia 4°3 | 50°5 41 86 140 76 
Miscellaneous 2 5°5 62 = 125 =e 


APPENDIX IV 


From the recently published estimates of the German balance 
of payments (Wirtschaft und Statistik, June 1930) Germany’s 
international balance sheet may be prepared. 


(RM. 000, 000, 000’s omitted) 


Dr. Cr. 
1929 1928 1927 ITEMS | 1927 1928 1929 
13°4 I4°0 14°8 4¢ Commodities 5S 10°8 12°3 I3°5 

ob ¢ “I I AP Bullion fa — — _ 

“9 “9 “9 ss Services =e I*4 I°3 I°5 
I*3 “9 7 te Interest *3 mA "4 
255 2:0 1°6 ai Reparations Ue —_ “= — 
18:2 I7°*9 18-1 ms Total on I2°5 I4°‘0 15°4 
—- oa — Balance 5°6 3°9 2°8 
18-2 17°9 18-1 18+1 17°9 18:2 
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The adverse balance shown each year has had to be covered 
by foreign borrowing. The annual import of capital since 1927 
has been therefore. 

1927 1928 1929 


£000,000 280 195 I40 
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Book Reviews 


Poverty and the State. By GmpBert SLATER. London: Con- 
stable & Co. 1930. Pp. 480. 12s. 6d. 


This is an admirable book; the police court missionaries and 
the young men and women in training for that work were singu- 
larly fortunate in hearing such lectures, and the University of 
London is to be congratulated on taking its share in arranging 
for this ; but it is also a most fortunate thing for all students of 
modern economic conditions that Dr. Slater has published these, 
for I doubt whether any such complete and careful account of 
the whole subject has yet appeared. 

Those economists and students of economics, who are 
acquainted with Dr. Slater’s previous work, will find it natural 
that he should produce so excellent a history and account of our 
modern conditions, but there may be some people who will recog- 
nise for the first time in this book that combination of an unusual 
experience with a singular lucidity and power of exposition 
which has been characteristic of his contributions to economics. 
And we shall all be grateful to him for so illuminating and in- 
teresting a work. 

For this is perhaps the first thing which will impress the 
reader, that, while the range of the book is large, it is neither 
meagre nor over-condensed, neither superficial nor a mere 
ordered catalogue of Acts of Parliament and Reports, but always 
a living and animated and yet carefully documented history of 
the development of the public treatment of some of the gravest 
of the social problems of the last century and of our own day— 
for, as he gives a careful account of the origin of our problems 
and of their treatment, he also makes it very plain that what 
has been achieved is only the foundation for further effort and 
further progress. 

Perhaps the best example of the value of Dr. Slater’s history 
is to be found in his treatment of ‘‘ Preventible Disease and the 
Sanitary Sense.’’ No doubt something of what he says is fami- 
liar at least to those members of the medical profession who are 
directly concerned with sanitation and preventive medical action, 
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but many, even careful enough students of economics, have very 
vague and uncertain conceptions of the subject. How many 
even of professed students of economics read the reports of the 
Minister of Health, or only the reports of the Medical Officer 
of their own city or county, and how many of those who 
have read, have any historical sense of the meaning of what they 
read? Dr. Slater has done a real service to history when he does 
justice to the labours of men like Scott and Smith and Chad- 
wick, and when he traces the gradual steps by which we have 
got so far at least on the path of health and productive capacity. ° 

Not less important is the way in which he points out that the 
foundations of our insurance against unemployment caused by 
sickness were laid in the long and difficult work of the 
wage-earners in the Friendly Societies. ‘There are still some 
good people who think that it is from the middle and upper 
classes, from their intelligence and good will, that the more 
important of our social reforms have their origin, and there are 
still some people who are ignorant enough to think of the work- 
ing classes of this country as improvident and wanting in thrift. 
Those of us who have been fortunate enough to have some direct 
acquaintance with the work of the Friendly Societies are on the 
contrary continually impressed by the patience, the judgment 
and the energy with which these great mutual assurance socie- 
ties have slowly built up what has been the greatest and most 
efficient of all the methods of preventing destitution, and are 
aware that the State system of sickness insurance was founded 
upon the experience of the Friendly Societies, and only came in 
when it appeared that they had reached the limits of their powers. 
It should never be forgotten that, before the National Health 
Insurance Act of 1911 was passed, the Friendly Societies had 
succeeded in helping some six million wage-earners to make some 
provision for unemployment caused by sickness. ‘This is also 
true, though in a lesser measure, of insurance against unem- 
ployment through old age and the fluctuations of trade. © 

Again Dr. Slater sums up the tardy beginnings and the slow 
development of our attempts at the reform of housing conditions. 
He does full justice to the great services rendered by many 
private persons, not so much to the actual cure of the conditions 
of our urban and rural districts, for indeed the problem was 
too great for merely private effort, but to the creation of some 
sense of what those conditions were and implied. And he gives 
an admirable and lucid account of the series of the Housing 
Acts by which the responsibility for these conditions was placed 


1931] BOOK REVIEWS 239 


upon the public authorities; though it was indeed only very 
slowly and partially that the powers which they had received 
were used by the local authorities. It is to the historian a 
curious and rare thing to observe that it was the Great War which 
finally shook the local authorities out of their apathy, or, as per- 
haps we should rather say, which induced the national govern- 
ment to coerce the authorities which were reluctant, and to assist 
them with liberal grants from the Treasury. 

In the last part of the work Dr. Slater not only gives an 
account of the modern history of the treatment of the unem- 
ployment of the able-bodied, but also very interesting and im- 
portant criticisms and suggestions of his own. 

The work is a really valuable history of our social conditions 
in the nineteenth and early twentieth century, and the reader 
will, I hope, observe that what Dr. Slater has put before us is the 
record of a genuine progress; he has done much to show how 
foolish is that ignorant doubt which oppresses some well-meaning 
people, whether progress is real or possible; he has given us an 
account of what has been achieved—not without strenuous think- 
ing and effort—and has shown how much more may yet be done, 
demands indeed to be done. Perhaps he may have some 
influence on the minds of those who, in some curious ignorance, 
think of the social services as a dead weight and burden upon 
the wealth of the country, and may even persuade some of them 
that it is in these services that we are laying the foundations of 
our economic prosperity. 

A. J. CARLYLE. 


An Ambassador of Peace. By Lorp D’ABERNON. Three Vols. 
Hodder & Stoughton. 1929-30. Pp. 985. Three guineas. 


The history of permanent diplomatic representation records 
‘only a few rare instances of missions successfully fulfilled. Yet 
Lord d’Abernon, by his brilliant record at the Embassy in Berlin, 
from July 1920, to October 1926, has more than substantiated an 
already imposing claim to join the select circle of diplomatic 
Titans. In the course of his tenure of the post he completed the 
remarkable trilogy comprised by the acceptance of the Dawes 
Report, the signature of the Pact of Locarno, and the entry of 
Germany to the League of Nations. The diary of one who 
played a dominant part in initiating and steering to success 
these negotiations despite cumulative and well-nigh insuperable 
obstacles is a document which no diplomatic historian could 
afford to neglect. From the vantage point of the British Embassy 
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in Berlin the nature and methods, objectives and consequences of 
Inter-Allied policy under the domination of M. Poincaré from 
Spa to the Ruhr were more clearly discernible than in the 
political and military councils of the Allied powers themselves. 
It is difficult to avoid the conclusion that the policy of the thumb- 
screw was unimaginative and based on abysmal ignorance of 
actual conditions in Germany—in effect, the directors of French 
policy appear to have relied mainly on wildly inaccurate reports 
from subordinate agents in Germany. ‘The methods employed 
almost without exception depended on control of overwhelming 
force, and rose in intensity from thinly-disguised threats to overt 
military action in the occupation of the Ruhr. ‘The evidence 
seems conclusively to indicate that the aim to be achieved under 
the pretext of non-fulfilment of fantastic conditions by the 
German Government, was the permanent detachment from the 
Reich of the Ruhr coalfields and the Rhineland, and the reduction 
of Germany through economic and financial dismemberment to 
the rank of a second-class power. 

The over-cautious and ineffectual expression of the British 
viewpoint in these years, although opposed to the Poincarist 
policy, caused a golden opportunity to be frittered away, despite 
the warnings from the Berlin Embassy. The consequences of the 
persistent attempt not only to secure large immediate payments 
in money and in kind but to fix the total sum to be paid in 
Reparation by Germany, were foretold in innumerable com- 
munications to London by Lord d’Abernon. Only when the 
catastrophe of the mark could no longer be averted, the Allied 
and the German Governments realised that currency restoration 
must precede a discussion of Germany’s capacity to pay. 

The history of the reorientation of French policy from the 
advent of the Herriot Government to the entry of Germany to the 
League in September 1926 is no less vividly outlined from the 
angle of a Berlin perspective. The pages bristle with shrewd 
and provocative comment upon the present and future of inter- 
national relations. Furthermore, the excellent plan has been 
followed of prefacing each volume with a short summary of the 
most significant events in the period covered, and a series of 
brilliant pen-sketches of the leading personalities on the diplo- 
matic stage, amongst which pride of place must be accorded to 
the appreciations of Stresemann and Curzon. 

But if these volumes offer invaluable material to the diplomatic 
historian, they are indispensable for the student of diplomatic 
machinery. Equally with Lord Grey’s Twenty-Five Years, 
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Genet’s Traité de Diplomatie et de Droit Diplomatique, and 
Benckendorff’s Diplomatischer Schriftwechsel, they should be the 
student’s constant companion and guide. Lord d’Abernon’s mis- 
sion coincides with a period of change in the history of a group of 
institutions traditionally regarded as immutable and sacrosanct. 
It is too early as yet to determine the full significance of the 
movement and indeed there are some indications that the infant 
revolution may be stifled in the blanket of old-established 
habit. The changes have particularly affected the substance of 
the work which the diplomatic machine is called upon to perform, 
the methods employed in the formulation, initiation and nego- 
tiation of policy, and finally have necessitated the adjustment of 
the established institutions to the new environment of democratic 
criticism and control of diplomatic activity. 

It is at once apparent that economic, financial and commercial 
matters have become fundamentally significant in the political 
relationships of the Society of States. As Lord d’Abernon 
pointed out to the German and British negotiators of the Com- 
mercial Treaty of 1924, ‘‘ public opinion in the modern state 
depends to a large and increasing extent upon the commercial 
relations between countries.”’ Comity in general relationships 
may be conditional upon agreement in economic policy. This 
view has already been officially corroborated in the replies of 
Holland and Denmark to the Briand Memorandum of May 1930. 
These changes have profoundly modified diplomatic practice. 
The envoy can no longer adequately conduct his mission within 
the narrow social circle of nineteenth-century diplomacy. Indus- 
trialists and bankers, financial and economic experts now figure 
amongst his more frequent associates. Their views and comments 
often provide the essential raw materials of dispatches and 
communications, while their hostility may jeopardise the success 
of a policy. Inevitably the experience of the years covered by 
the diary and Lord d’Abernon’s personal bent tend to emphasise 
the growth in significance of economic more than any other type 
of relationship in modern diplomatic intercourse, although the 
movement is far wider in scope. 

Secondly, evolution of the substance of international relations, 
coupled with the direct impact of the new technical inventions 
upon the diplomatic machinery—particularly of rapid communi- 
cations and cheap printing—has affected traditional methods for 
the initiation and conduct of policy. Policy is now a production 
in whose fashioning an indefinite number of people may have 
shared. The weight of influence which semi-official and non- 
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official agencies may exercise in the formulation and negotiation 
of proposals emerged nowhere more clearly than in the Repara- 
tion discussions with which Lord d’Abernon was so closely con- 
nected. The majority and minority reports of the Foreign 
Currency Commissioners invited by the German Government, 
the outbursts of Stinnes and the edicts of the Reparation Com- 
mission, affected diversely the policy and nature of settlement. 
The extension of diplomatic interests has thus led to the claim 
of a complex network of semi-official and private influences to be 
heard in the formulation and conduct of policy. The diary, 
furthermore, sheds much light upon the effect of rapidity of com- 
munication and transport upon the practice of negotiation. The 
close connection maintained with the Foreign Office and other 
key-embassies, the rapid and regular circulation of telegrams 
and information from Jondon to Foreign posts, the dominant 
influence which a Foreign Office may exercise over negotiations 
nominally pursued elsewhere, support the view that the new 
communications have brought about a greater centralisation of 
control. On the other hand, however close the connection may 
be, and however imposing the store of Foreign Office wisdom, the 
knowledge of local conditions and the prescience of the reaction 
of the foreign community, above all, the possession of the confi- 
dence of the political leaders and permanent officials of the receiv- 
ing government by the permanent envoy very largely redress 
the balance. Never were these opportunities employed more 
advantageously than by Lord d’Abernon during the arduous 
negotiations for the Pact of Locarno. Upon more than one occa- 
sion a warning or a representation from the Berlin Embassy 
to London or to the German Government prevented the with- 
drawal of the original German offer of January 13th, 1925. 
Thirdly, the general acceptance of the principles of democratic 
government is slowly remoulding the machinery of diplomacy 
both by constitutional provision for the control and discussion of 
foreign affairs, and by extra-constitutional institutions for the 
direction and information of public opinion. ‘These developments 
have not only added a new group of institutions concerned in the 
conduct of international relations, but their establishment 
necessitates a readjustment of practice within the traditional 
machinery. ‘The terms of negotiation are now circumscribed 
by the internal political situation. Plenipotentiaries in modern 
diplomatic transactions are required more often than not to be 
myopic, focussing at one and the same time the prospects of 
external and internal agreement where the ultimate approval 
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of a Parliamentary Committee on F oreign Affairs is essential to 
success. The prejudice to negotiation is aggravated by the 
general ignorance among internal politicians, especially of the 
Right, of the world of international relations. The political 
education of most democracies stops at the frontier. Thus the 
very real danger may confront a Minister of Foreign Affairs 
that the price of parliamentary ratification may be of a character 
to annihilate the prospects of even the signature of an agree- 
ment. During the negotiations for the Locarno Pact, the 
German National Party insisted that the question of ‘‘ War 
Guilt ’? should be raised in the reply of the German Govern- 
ment, dated September 25th, 1925, to the Allied invitation to a 
conference of foreign ministers in Switzerland. ‘The political 
situation forced Stresemann, against his inclination, to acquiesce. 
Only a series of delicate explanations through the diplomatic 
channels in Paris and London averted a breakdown of nego- 
tiations. 

Similarly, the Press has imposed a new discipline upon diplo- 
matic relations. The close connection of the Press with political 
groups, especially in Continental countries, by making possible 
prediction of the commentary upon a development of foreign 
policy affects the methods of the negotiators. It is held by Lord 
d’Abernon that any immediate leakage of the German proposals, 
conveyed to France in their note of February oth, 1925, would 
have killed outright the pact and might have led to the assassi- 
nation of its authors. This danger arises especially from the 
ex-parte presentation of information, an inevitable feature of 
political journalism. The existence of the popular Press, there- 
fore, far from destroying secrecy in negotiation, may directly 
encourage it. Moreover, the political connections of the Press 
may dissuade altogether a Minister for Foreign Affairs from 
taking any new line in foreign policy which might be opposed 
by the journals of a constituent group. 

The practical manifestation of these and many other changes 
in the technique of diplomacy are to be found in the three 
volumes. Occasionally Lord d’Abernon himself ventures speci- 
fically to draw attention to these readjustments and difficulties. 
He complains roundly in one place, for example, of the practice 
of direct conversations between the British and French foreign 
ministers, and in another of the luncheon-party at Thoiny in 
1926. In general, he adopts a Progressive view with regard to 
the diplomatic machinery, welcoming information and reform 
within the bounds set by tradition. 


244 ECONOMICA [ MAY 


Herein lies the crux of the problem. These immutable insti- 
tutions show signs of insufficiency in an exceedingly mutable 
world. The separatist environment in which modern diplomatic 
machinery grew has almost passed away. A century of rapid 
change has produced a society of states impelled willy-nilly 
towards collaboration and unity, wherein international relations 
tend towards the horizontal rather than the vertical. Yet the 
theory of diplomatic representation has so far held out against a 
new world, and remains implanted in the doctrine of the unity 
of the state in its external relations. It is true that necessity 
is slowly, and, in some respects, notably in.economic relation- 
ships, forcing the adoption of a new practice, and there would be 
little cause for inquietude if there were no danger that the 
preservation of what is steadily becoming a fiction did not 
threaten to hold up indefinitely the progress of a dispersion of 
control. This danger is most apparent in the diplomatic vice 
of discussing the relations between states piecemeal. National 
communities are offered separately or in groups across the diplo- 
matic bargain-counter irrespective of the fact that each is con- 
nected in a complex tangle of relations with the others. Unfortu- 
nately, this habit persists unchecked to-day and serves to disguise 
the real substance of international intercourse by harnessing 
policy to an anachronistic theory of the nature of international 
relations. 


S. H. BaILevy. 


The Theory of Collective Bargaining. By W. H. Hurt. 
P. S.King iPp eli? wks, 


The Trade Union question in Economics shows striking 
similarities to the Tariff question. In both cases, the balance of 
the economic arguments is normally in favour of laissez-faire ; 
and to most economists this has been perfectly well apparent. 
But just as Free Trade economists have developed a perverse 
pleasure in discovering special arguments for Tariffs (as Pro- 
fessor Viner told us ‘‘ all the best arguments for Tariffs were 
invented by Free Traders’’), so a great deal of energy has 
been spent in developing arguments in favour of Trade Unionism 
and the regulation of wages. And here a difference emerges : 
the arguments for Protection have usually been relegated to 
footnotes labelled ‘‘ dangerous,’’ but the arguments for Trade 
Unionism have shown a disconcerting tendency to supplant their 
rightful masters in the text. Why has this been? Partly, 
I think, because the arguments for Trade Unionism are really 
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better than the arguments for Tariffs; but also because, until 
very lately, Tariffs were really more dangerous than Trade 
Unions, and because (to speak frankly) most economists were— 
in a wide sense—Ljiberals ; Trade Unionists were also Liberals, 
but Protectionists were not. 

But of recent years the power of Trade Unions has very 
greatly increased ; and a sense of proportion must recall econo- 
mists from the pursuit of minor discrepancies to the realities of 
the modern economic world. So long as the Unions were weak, 
their action was possibly of about the same order of importance 
as the ‘“‘indeterminatenesses’’ and ‘‘jerks’’ which close 
examination could detect in the free market. Whether union 
action tended more to help or to hinder the attainment of the 
“best ’? adjustment was a question of fine analysis—a most 
intriguing exercise in splitting higher economic hairs. But to- 
day the increased power of the Unions has made such speculation 
more “‘ theoretical ’’? than ever. For it is the direct monopolistic 
power of the Unions which is the dominant fact of the situation 
in more than one country. 

Mr. Hutt has therefore performed a most useful service in 
reminding us very forcibly of the implications of this dominant 
fact. For him the theory of Collective Bargaining is simply a 
branch of the theory of monopoly; and since this treatment does 
undoubtedly stress what is to-day its most important side, we 
may accept his contribution as a welcome corrective to the 
different impression which is given by other, in some respects, 
deeper investigations. 

But it is rather unfortunate that Mr. Hutt has not seen fit | 
to make more use of the one really important analysis of the 
monopolistic action of Trade Unions produced by an economist 
of the last generation—that in the last chapter of Marshall’s 
Economics of Industry. For one thing, it would have saved him 
from what is really a misrepresentation of Marshall’s attitude to 
Trade Unions. If we look at the whole of Marshall’s work, and 
not merely at that part of it which he saw fit to incorporate 
in the Principles, it becomes apparent that his doctrine of “‘ in- 
determinateness ’? was a very small part of his general view 
of the subject—rather more, but not much more, than it was for 
Edgeworth, a curiosum. Where Marshall, Edgeworth, and their 
contemporaries, can fairly be criticised, is in their habit of treat- 
ing the reactions of the labour market to conditions of employers’ 
monopoly (through the supply-curve of labour), and the effects 
of competition in the labour market as two entirely separate 
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problems—never really facing up to the delicate mixture of 
imperfect competition and temporary monopoly which is the 
labour market of reality. (Marshall, apparently, meant to con- 
front the two parts of his theory one day—but the day never 
came.) The robust common sense of Mr. Hutt dismisses the 
whole ‘‘ indeterminateness ”’ theory as flim-flam—which perhaps 
it is; but it is unfortunate that this should blind him to the 
acuteness and intellectual integrity of those writers who have 
meddled with the accursed thing—and should even make him 
refuse to accept help from them. 

For Marshall’s help would have been very useful in framing 
the general theory of the effects of Trade Union action. Mr. 
Hutt maintains that ‘‘ monopoly-gains are ultimately obtained 
by exploiting the consumer ’”’ or, in other words, the damage 
done must in the long run be reflected in a general reduction 
of the National Dividend. For ‘‘ no factor of production can 
maintain the co-operation of another factor by offering it or 
leaving it an amount of the product less than the value of its net 
product elsewhere.’? Since, in the long run, other factors can 
usually move, their exploitation must be temporary. The sacri- 
fice imposed will be spread fairly evenly among the other factors. 

But this analysis would have gained greatly in cogency if it 
had been carried a little further. In an open community capital 
is easily driven abroad; so that its elasticity of supply may be 
regarded as almost infinite, and, apart from the losses on fixed 
plant caused by the initial action of the Unions, the burden on 
- capital is likely to be extremely small. The burden must fall 
mainly on labour, and not only on the labour which is ‘‘ ex- 
cluded ”’ (as Mr. Hutt most rightly points out was the case in the 
nineteenth century). Unemployment (which is likely to be 
intensified by Trade Union action) is only a part of the social 
loss. The trades which are in a favoured position (the demand 
for whose labour is inelastic) gain at the expense of the rest— 
even if the rest are organised. It is the workers in the “‘ un- 
sheltered ”’ industries, whose products enter into international 
trade, or those threatened by technical progress, unless they can 
amalgamate or federate with their supplanters, who are likely 
to be the residuary legatees of the passing-on process. 

This way of putting the conclusion seems to me more realistic, 
more significant, and more impressive. It is perfectly true that 
if we allow sufficient time, the effects of any single piece of inter- 
ference must diffuse themselves throughout the entire economic 

1 Preface to the Economics of Industry. 
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system. (Even so, we can say something about its relative effects 
on the different parts.) But while the supply of capital is fairly 
easily deflected, the supply of labour is deflected much more 
slowly. Can we be sure that the supply of labour will always be 
adjusted to the new conditions much before one whole original 
interference is rendered impotent by technical changes, directed 
to the exclusion of the monopolists? Mr. Hutt has done the 
right thing in looking up from the short run to the long run; but 
is it wise to proceed to these astronomical distances? It is the 
middle run which is really the most important in the theory of 
collective bargaining. 

Probably no one will rise from Mr. Hutt’s book feeling that 
he agrees with the whole of it ; but even for those who agree least 
—it will do them good. J. R. Hicxs. 


Materials for the Study of Public Utility Economics. By 
HERBERT B. Doravu. New York : The Macmillan Company. 
1930. Pp. xxvii and 975. $1.50. 

Four years ago the Institute for Research in Land Economics 
and Public Utilities gave us Professor Glaeser’s Outlines of 
Public Utility Economics. It has now produced a companion 
volume of ‘‘ materials,’’ consisting of 179 selected extracts from 
various sources, arranged under twelve chapter headings, and 
containing 87 charts and ror tables. This will undoubtedly be 
useful to every student of these matters. Its value to English 
readers, however, is somewhat lessened by the fact that all its 
descriptions and illustrations are drawn, quite naturally, from 
America. 

Far more has been written about public utilities in America 
than in England. ‘The chief reason for this is the different 
constitutions of the two countries. In England, the supremacy 
of Parliament ensures that an Act such as the Railways Act of 
1921, which fixed what was really a somewhat arbitrary “‘ stan- 
dard revenue,’’ can impose regulations from which there is no 
appeal to the courts. In the United States, the fourteenth 
amendment provides that the regulations of a Public Utilities 
Commission or of a law-making body can be brought before the 
courts and may be declared unconstitutional. Hence, when such 
a Commission lays down a schedule of charges, the company 
concerned may declare that this schedule will not yield “a fair 
rate of return’’ upon its capital. This leads to the question 
“what is a fair rate of return?’ and to the more difficult 
problem of valuing the capital of a company. In practice, the 
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nominal value of the capital as shown by the company’s books 
has usually been no guide, and attempts have been made to 
discover the ‘‘ fair value’’ of the property. This has given 
rise to a host of perplexities. Should ‘‘ goodwill’? be in- 
cluded? How should depreciation be treated? Should cost 
of production or cost of reproduction be the basis? Many 
publications on public utilities in America are concerned with 
such problems, for important practical consequences depend 
upon how they are solved by the courts. 

Much of the present compilation deals with ‘“‘ The Value of 
Property and Plant,’’ ‘‘ Maintaining the Plant and the Invest- 
ment,’’ ‘‘ Capital and Capitalisation,’’ ‘‘ The Rate of Return,”’ 
and allied matters. The history of public utility regulation, and 
litigation, in America suggests that the British ‘‘ short cut ”’ 
method of tackling practical issues is more satisfactory than the 
American. It is certainly much cheaper. Nevertheless the 
regulation of public utilities raises questions of principle to 
which far too little thought has been given. The present volume, 
with all its facts and figures and arguments, does not really 
answer these questions. 

The crux of the matter is that public utilities stand partly 
outside the price-structure dealt with by an economics which 
assumes competition. It is true that they must compete with 
substitutes, or with one another. It is true that they sell more 
of a particular service at a lower price than at a higher. But the 
entry of a new competitor into the sphere of railways, gas, 
electricity, and similar services is rendered difficult or impossible 
by the heavy initial expenditure involved and by legislation. 
Thus public utilities tend to become local monopolies. Further, 
the relative non-transferability of their products makes dis- 
criminatory charging possible. (This is a matter on which 
much remains to be said. It is not discussed adequately in 
any existing treatment of the subject.) Yet we are not dealing 
with absolute monopolists whose aim is to maximise their profits. 
We are dealing with ‘‘ monopolists,”’ limited in various ways, 
working under regulations imposed by a State whose aim is— 
what? Possibly to make the various charges produce the results 
that would have been produced under free competition, but it is 
doubtful whether this is an adequate answer, since the nature of 
the case often rules out the possibility, in practice, of free 
competition. ‘These and similar questions one hopes writers on 
public utility economics will answer. 


FReperic C. BENHAM. 
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Methods of Correlation Analysis. By Morprcat Ezex1eL. Lon- 
don : Chapman & Hall Ltd. 1030. Pp. xiv+ 427. 22s. 6d. 
After a brief introduction of about twenty-six pages on general 
statistical notions of averages, variation in a group of measure- 
ments and so on, the author starts out to deal with his subject- 
matter, the statistical methods of obtaining from observed data 
the functional relationships which are assumed to exist between 
two or more variables. When a person feeds data into the mill 
of correlation analysis there emerge two products, one is the 
number between O and I which is used to indicate the extent 
of the relationship between the variables which have been 
measured, and which is called the coefficient of correlation or the 
correlation ratio or the index of correlation depending upon the 
arithmetical processes involved, the other is a number of equa- 
tions, termed regressive equations, which may be equations corre- 
sponding graphically to straight lines or curves, which serve 
to indicate what is the average value of one variable when the 
other variables are given certain arbitrary values. Generally 
speaking, those who are interested in analysing data relating 
to correlated variables use the first product, the number indi- 
eating the extent of relationship, when presenting the results of 
the analysis. On the other hand, there is a large number of 
workers nowadays who are more interested in the second product, 
the equations: for these equations, serving as average 
experience of the past, may be used in the future for prediction 
if the same surrounding circumstances are supposed to be 
operating in both periods of time. The author is one of the latter, 
and his book consists mainly of an exposition of the methods of 
determining the ‘‘ best’? mathematica! relationship between a 
dependent variable and one or more independent or inter- 
dependent variables. The “‘ best’ is generally determined by 
the Method of Least Squares, and on this point it is well to call 
the attention of the author to the Method of Minimum Devia- 
tions, which on occasion might give rival ‘‘ best ’’ results. The 
author deals with the question of whether the data suggest them- 
selves a particular mathematical function, or whether a line or a 
plane would suit as an approximation to some unknown function, 
or whether more complicated mathematical expressions should be 
used, and, finally, quite rightly he discusses the question of 
solving his problem by graphical instead of by arithmetical 
methods. 
One has nothing but praise for the way in which the various 
problems are described in the book, for the way in which the 
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methods are illustrated by examples culled from experience (they 
are mostly on agricultural problems, on which the author has 
been long engaged), and for the way the methods of handling 
the statistical data are described. Dr. Ezekiel is very careful 
to take the reader gently over each hurdle encountered, and a 
student of the subject should find this book a great help. 

E. C. RHODES. 


Gabriel Bonnot de Mably. By Ernest A. WHITFIELD; with an 
Introduction by PRoressor H. J. LASKI. Routledge. 
£O20355 D912: 1125.0003 


Mably was a verbose, censorious and tiresome writer, and a 
worthy rather than an attractive character. But he is an im- 
portant figure. His interminable volumes are the key to whole 
aspects of eighteenth-century thought, and the student who is 
interested in the development of ideas cannot afford to miss his 
work. In him we see more clearly than in any other philosophe 
how to the eighteenth-century moralist—and the Abbé Mably 
did not lose the preaching habit when he put aside the priestly 
one—luxury and self-seeking were evils whose only cure was 
socialism, or, more correctly, communism. Socialism before the 
industrial age was scarcely an economic doctrine: it was the 
philosophic conclusion of men who really believed, as Mably 
did, that the love of money is the root of all evil and who felt 
intensely that only by the establishment of complete equality 
could society be freed from the misery and wickedness they saw 
around them. ‘his basic attack on ‘‘ avarice ’’—Mably’s word 
—led him into an examination of historical and political philo- 
sophy, into fruitful discussions of liberty and law and into 
sweeping recommendations for the reorganisation of education 
and society. ‘Thus, since Mably was widely read in his genera- 
tion and widely quoted during the Revolution, no student will 
understand the full meaning and setting of ‘“‘ liberty and 
fraternity ’? without acquaintance with Mably. 

Mr. Whitfield has rendered the great service of analysing 
Mably’s works, grouping his doctrines and commenting, with 
wisdom and understanding, upon his place in the history of 
thought. Huis book can be thoroughly recommended to speci- 
alists and also to all students who have not the time to read those 
innumerable and dusty works in extenso, but who do wish to 
know in outline what happened to men’s minds in pre- 
Revolutionary France. Mr. Whitfield quotes at some length, 
but with discrimination, and he has added a full bibliography 
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and ample references to Mably’s works. His book has an in- 
trinsic and permanent value. One may be permitted to add 
that one’s admiration for the author is increased by the peculiar 
difficulties under which it was written: Mr. Whitfield is blind, 
and the patience and power implied in writing such a book of 
scholarship without being able personally to see and refer to 
the sources is really remarkable. 
B. K. Martin. 


Process and Reality. By A. N. WuiteHeap, Sc.D., F.R.S. 
Cambridge, at the University Press. 1929. 8vo. Pp. xxiti+ 
509. 18s. 


This volume contains the Gifford Lectures which Professor 
Whitehead delivered in the University of Edinburgh during the 
session 1927-8. It is very difficult reading. The author is 
perhaps a little too prone to invent new terms instead of using 
old ones. How far this is due to the inadequacy of the old terms, 
and how far to the author’s insufficient familiarity with them, 
it is difficult to say. However, one must be grateful for his 
philosophy, whatever his terms. Here is a brief sketch of that 
philosophy. 

Professor Whitehead has taken upon himself the task of 
repairing the philosophic damage done by his fellow mathe- 
maticians. Mainly through the influence of the highly abstract 
methods of mathematics Nature, so rich in direct experience, 
has been reduced to something ‘‘ soundless, scentless, colour- 
less, merely the hurrying of material, endlessly, meaninglessly.”’ 
Mathematical physicists have taken the cosmic watch to pieces 
(fortunately in thought only). Whitehead tries to put it to- 
gether again by means of his “ philosophy of organism.’’ It is 
the ambition of this philosophy to vindicate the reality not only 
of secondary qualities but of all that contributes to the esthetic, 
moral and religious life of humanity, and at the same time to 
do justice to the legitimate claims of science. The mechanistic 
tendency of science and its materialism are due to its concen- 
tration on abstractions, merely logical entities. Actual experi- 
ence is always an experience of concrete events. These con- 
crete events may legitimately be analysed into simpler elements 
or aspects, provided these abstractions are not hypostatised as 
such, and treated as though they were self-contained realities. 
The actual events of experience are concrete systems, or 
‘ organisms,” in which the character of the whole (like the 
“ entelechy ’’ of Aristotle and of Driesch) influences the very 
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characters of various subordinate parts, elements or events 
which constitute it. ‘‘ Organism,’ in this extended sense of 
the term, is a characteristic of all reality, and is not restricted 
to living organisms. It is a fundamental feature throughout the 
whole realm of nature. Physics is the study of the smaller 
organisms (atoms, etc.); biology is the study of the larger 
organisms. In this way the usual contrast between the organic 
and the inorganic is minimised. Eventually Professor White- 
head also rejects the dualism of mind and body. The mind is 
treated simply as a special organisation of the body which 
renders possible those higher activities which are called mental. 

To prevent misunderstanding, let it be “said at once that 
Professor Whitehead’s ‘‘ organisms ’’ are not ‘‘ substances.” 
Following the trend of contemporary physics he takes “‘ events ”’ 
for his ultimate units. Events vary in complexity. The larger 
events are systems of lesser events, and eventually of ‘‘ atomic ”’ 
events. Reality is thus conceived as a flux, after the manner of 
Heraclitus, though an attempt is made to salvage something 
of Eleatic permanence by positing ‘‘ eternal objects,’’ universals, 
or forms, somewhat after the manner of Plato. What is com- 
monly called a thing or person is a society of events, or a 
systematic stream of events having a certain causal continuity. 
Each atomic event is related to every other atomic event, and so 
the universe is one compact ‘“‘ interlocked community ’”’ of 
events. Through this mutual interlocking of events it may be 
said that in a sense ‘‘ everything is everywhere at all times.’’ 
The interlocking of events seems to be conceived after the manner 
of Bergson’s conception of the telescoping of the past in the 
present. In this way all actual events attain ‘‘ objective im- 
mortality ’’ in spite of their incessant flux. 

Enough has been said to show how interesting Professor 
Whitehead’s new book is. Of course, nobody with any training 
in philosophic thinking is likely to omit studying it. Unfortu- 
nately, not a word of encouragement can be given to the general 
reader to try to grapple with it. 

A. WoLF. 


Five Types of Ethical Theory. By C. B. Broan, Lirt.D., 
F.B.A. London: Kegan Paul. 1930. 8vo. Pp. xxv+288. 
16s. ; 


Dr. Broad is of opinion that the best preparation for original 
work on any philosophic problem is to study the solutions which 
have been proposed for it by men of genius whose views differ from 
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each other as much as possible. For this reason he has selected 
the ethical theories of Spinoza, Butler, Hume, Kant, and Sidg- 
wick, who are thinkers of the highest rank, yet very different in 
type, and very different in their views about the highest good 
and the norms of human conduct. By noting the strong and the 
weak points of their ethical theories Dr. Broad hoped to discover 
the direction in which further progress can be made. Such a 
comparative and critical study may require more than logical 
acumen. And Dr. Broad frankly proclaims what may be his 
limitations or handicaps for such a study. He tells us that his 
range of experience, both practical and emotional, is rather 
exceptionally narrow even for a don, and that he finds it difficult 
to excite himself very much over right and wrong in practice. 
He recognises that these practical and emotional limitations may 
make him blind to certain important aspects of moral experience. 

Dr. Broad’s discussion of the five selected types of ethical 
theory is certainly interesting and instructive. But his mode of 
treatment, however satisfactory it may be in the case of Butler, 
Hume, and Sidgwick, is not so satisfactory in the case of Kant, 
and least satisfactory in the case of Spinoza. Dr. Broad has 
chosen to ignore everything in Spinoza’s system which depends 
on what Spinoza calls “‘ intuitive knowledge,’ that is to say, 
he ignores Spinoza’s doctrines of the intellectual love of God, 
of human blessedness, and of the eternity of the human mind. 
Whether Spinoza’s ethical system can be adequately dealt with 
in the face of such omissions, will be definitely denied by a good 
many students of Spinoza. It is doubtful wisdom to “‘ let sleep- 
ing Gods lie’’ when dealing with the moral philosophy of a 
** God-intoxicated ”’ philosopher. It is possible that Dr. Broad 
has, in this matter, been betrayed by his avowed limitations. 

The results at which Dr. Broad eventually arrives, after his 
interesting discussion of the selected ethical theories, are not 
particularly striking. They are lucid, but rather thin. They 
do not help to allay one’s initial doubts about Dr. Broad’s quali- 
fications for the task, considering his avowed limitations. The 
earnest student of ethics may quite naturally be rather disap- 
pointed to find that Dr. Broad can boast nothing better than that 
the elucidation of ethical notions is ‘‘ quite good fun for those 
who like that sort of thing.’’ At the same time, it must be stated 
in fairness to Dr. Broad, that the practice of preaching Christian 
morality, under the pretence of expounding a moral philosophy, 
is so common that it is an uncommon pleasure to follow Dr. 
Broad’s treatment of the problem, even if his treatment is not 
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all that could be desired. Certainly no student of philosophy 
can fail to profit from the book ; and it is eminently readable. 
Of the many witty asides which occur in Dr. Broad’s book, 
at least one must be quoted, although those whom it most 
concerns are not likely to appreciate the joke. Referring to 
Spinoza’s refusal of the Professorship of Philosophy at Heidel- 
berg, Dr. Broad remarks : ‘‘ It is to be feared that Spinoza would 
not have been enlightened enough to appreciate this beneficent 
system of the Ph.D. degree, introduced into English Univer- 
sities as a measure of post-war propaganda; whereby the time 
and energy of those who are qualified to do research are 


expended in supervising the work of those who never will be.”’ 
A. WoLF. 


On the Path to the State of the Future: From Liberalism to 
Solidarism (in Russian). By Proressor G. K. Gurns of 
Kharbin University. Kharbin. 1930. Pp. 2tro. 


It requires more insight into Chinese affairs than is available 
even at the School of Economics, to understand which Chinese 
Government is supporting a Russian university at Kharbin, with 
a staff of pro- and anti-Soviet teachers. The writer of the book 
under review has started with laborious publications on commer- 
cial and irrigation law. ‘Two years ago he attempted to give a 
new theory of Law; in this book he deals with the unending 
question of the State of the Future. He believes Europe to be 
under a delusion and suffering from the post-war depression. 
It is unable to see new constructive currents at work. Indeed, Mr. 
Bertrand Russell is impressed by the fact that democracy is 
unsuited to decision on scientific and artistic questions—thus it 
obstructs the path to salvation which is Science. Professor Graham 
Wallas is afraid that having secured all the means for greater 
happiness men seem incapable of desiring the proper things. Pro- 
fessor Laski knows that the “‘ plain nian ’’ will commit no end of 
blunders without the ‘“‘ expert ’’ in office somewhere, yet he is even 
more afraid of the ‘‘ expert ’”’ and seeks a redefinition of demo- 
cratic principles. Lord Ponsonby of Shulbrede, and Mrs. Sidney 
Webb agree that the British Parliament, at any rate, and the 
Executive are overburdened, or simply stamped into impotence by 
the bulk of the business, and last, not least, Mr. Bernard Shaw, 
always ready to make fun of what has been and what still exists, 
is convinced that adult suffrage has not really rescued us from 
government by robber barons and condottieri. He will perhaps 
consent to be ranked among the latter class of rulers, 
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Now Professor Guins, dedicating his work to the greatest 
jurist who in this century has adorned the Law Faculty of St. 
Petersburg—Leo Petrazycki, now at Warsaw University—sees 
the crisis of the ‘‘ civilised world ’’ in political and economic 
matters, but he traces in the growth of modern organisations 
the working of the genius of adaptation. This seems to him an 
immanent quality of the human race, and it provides the ideas 
which inevitably become realities. Modern legislation reflects new 
ideas. The gigantic concerns, trusts, the co-operative movement, 
collective bargaining, are neither robber barons nor bureaucrats, 
are both individualistic and socialistic, but neither exclusively 
and thus essentially a novelty reacting upon Law in general and 
the position of the State in particular. This is Professor Guins’ 
main point. Individual and social or collective emotions are at 
work. Herein we feel that the writer follows Petrazycki’s 
method. Thus the non-compliance with the requirements of the 
community by the individual entrenched in his family and 
property interests is repulsive to the modern mind, but Socialism 
misreads this disposition, assuming a disgust for institutions 
which foster individualism. 

Guins, out of the signs of our time, construes a theory of 
‘‘ solidarism,’’ perceives in ‘‘ solidarism’’ the basis- of the 
modern legal system, and a guarantee of progressive continuity. 

In a lucid and readable style the author gives accurate in- 
formation on modern jurisprudence and law. A translation into 
English would probably be welcome. 

A. MEYENDORFF. 


The Economic Policy of Soviet Russia. By Pau HAENsEL, 
D.LL. London: P.S. King & Son Ltd. 1930. Pp. v+190. 
Qs. 

The author of this book is an authority on Russian finance. 
Professor Haensel was not only an eye-witness of all the experi- 
ments carried out by the present Russian Government during 
the last decade, but, besides teaching in the University of Mos- 
cow under the Communist régime, occupied an important posi- 
tion in the Commissariat for Finance of the U.S.S.R. He was 
President of the Financial Section of the Institute of Economic 
Research, attached to the Commissariat for Finance, and acted 
as Adviser to the State Budget Committee, as well as to other 
central financial and economic institutions of the Soviet 


Government. 
Readers who, after Professor Haensel’s comparatively recent 
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escape from Russia, expect to find some exciting revelations of 
Soviet State secrets in his book, will be disappointed. But they 
will, instead, enjoy his masterly account of economic trends in 
Russia, based both on official publications and rich personal 
experience. 

The most interesting and enlightening chapters of Professor 
Haensel’s book are those which deal with Russian industry, the 
Five-Year Plan and with public finance. 

The Five-Year Plan, according to the author, is ‘‘ the natural 
consequence of the abolition of private capitalism. The nation 
would succumb if new factories were not built on a large scale, 
but it is a question whether the Soviet Government . . . will be 
more successful in this respect than private capitalists might 
have been.’’ Professor Haensel believes that the plan will be 
carried out. But ‘‘ would it be a victory of socialistic method ? ” 
He does not think so. . ‘“‘ I am inclined to think,’’ he says, 
‘‘ that this socialistic method is much behind what undoubtedly 
would have been achieved in the ordinary course of events under 
a capitalistic order in Russia.’’ Shall we support the Five-Year 
Plan? ‘The author’s answer to this is: ‘‘ Let us hope that this 
‘plan’ may be successful. . . . Should this Five-Year Plan fail 
(happily it will be more than successful, I believe) it would be 
a serious calamity and mean the continuance of even greater 
privations for the Russian people.’’ Such is the view of the 
Five-Year Plan taken by a scholar who collaborated in the 
establishment of the figures of future production on which the 
edifice of the Five-Year prophecy is built. 

In his treatment of Russian public finance to which the last 
chapter of his book is devoted, Professor Haensel is, as usual, 
at his best and in concise form gives an analysis of the complex 
structure of the Russian Budget. Here we are told that the 
revenue of the Russian Budget is based mainly on indirect 
taxation which, according to the author, is heavier than any- 
where else in the world, and is composed of excise and customs 
duties ; nearly all consumers’ goods are taxed, and the revenue 
derived from the sale of vodka and other alcoholic drinks is still 
an important item in the budget and amounts to one thousand 
million roubles a year. 

The levy of income tax is based on the class principle: 
journalists and actors pay 18 per cent. on an income of 24.000 
roubles a year, and 30 per cent. on incomes above this figure. 
Workmen and employees pay at slightly lower rates. Artisans 
pay 30 per cent. on incomes of 24.000 and 50 per cent. on in- 
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comes above this. Private traders, industrialists, ‘‘ investors,”’ 
pay from 35 per cent. to 54 per cent. State and co-operative 
enterprises pay an income tax of 1o per cent. ‘The rate of 
agricultural tax varies from 3 per cent. to 30 per cent., accord- 
ing to taxable income. 

The remaining chapters of Professor Haensel’s book give 
general information about Russia, the causes of the advent of 
Bolshevists to power, the introduction of NEP, agriculture, the 
monopoly of foreign trade, etc., as well as a general outline of 
the present situation in Russia. The author, in discussing these 
topics, endeavours to be as impartial as possible, and gives, 
needless to say, only such figures which he considers to be 
reliable. His book, we are sure, will be of particular interest 
to all who have read Mr. M. Dobb’s and Mr. A. Yugoft’s books 
on the same subject, for he brings to his treatment of the prob- 
lems discussed great knowledge and vast experience. 

S. P. Turin. 


Tudor Geography 1485-1583. By E. G. R. Tayvtor. Methuen 
& Co. 1930. Pp. 290. I5s. 

Even among the English, it may be generally admitted, action 
has its springs in thought, and the English voyages of discovery 
under the Tudors form no exception to this generalisation. The 
layman who is familiar enough with the dramatic narrative of 
these voyages may well be excused his comparative ignorance 
of the scientific and pseudo-scientific learning in the light of 
which they were conceived and undertaken, since in historical 
literature the emphasis hitherto has been rather on the action 
of the seaman than on the thought of the cosmographer. It is 
with this latter, neglected yet essential, aspect of the subject that 
Professor Taylor is exclusively concerned. It is assumed that 
the reader is well acquainted with the main facts of the English 
voyages made between 1485 and 1583, the underlying purpose of 
which was politico-economic, namely the discovery of a new 
route to the East Indies and the establishment of a British 
dominion in the far north or south, as a counterpoise to the 
Spanish and Portuguese Empires. The many voyages under- 
taken by Englishmen in search of a northern or southern passage 
to the east, although unsuccessful, were in no sense leaps in the 
dark essayed in moments of hilarious absent-mindedness ; on the 
contrary, their conception and partial execution rested on the 
critical use of an accumulation of cosmographical data embodied 
in globes, maps, and both printed and MS. literature. 
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Tudor Geography is a historical review and analysis of the 
work and thought of English cosmographers. Its subject matter 
is cosmography rather than geography in the modern sense of 
“human geography.’’ We are told (p. 23) that “ “ human 
geography ’ interested the general reading public of the sixteenth 
century,’ but very little space is given to such contemporary 
descriptive matter, although extracts from Roger Barlow’s first- 
hand MS. account of the Parana-Plate region of Brazil, written 
in 1540-1, are printed in an appendix. Professor Taylor’s work 
is based on a wealth of early printed and unpwblished materials, 
the character and extent of which are indicated fully in appen- 
dices, which are, for the specialist, a valuable addition to the 
text. Tudor Geography is self-evidently a contribution to the 
history of English geographical ideas. He who reads it may 
not run; the narrative is at times somewhat austere in its com- 
pression and in the knowledge which it assumes; whilst, in 
reading the well-illustrated technical chapter on ‘“‘ Practical 
Surveying and Navigation in the Sixteenth Century,’’ many, like 
the reviewer, may envy the writer the almost acrobatic sureness 
with which she handles planimetra, polimetra, holometres and 
rhumb lines. 

English cosmographical knowledge, especially before 1550, 
reflected the increasing information about the world acquired 
by scholars and navigators in the Low Countries, France and 
Spain—despite the latter’s careful guard on her maps and charts. 
Tudor Geography throws much new light on the lives and work 
of many little-known cosmographers and geographers, notably 
Roger Barlow and John Dee. Roger Barlow, in his unprinted 
Geographia, describes the Cabot voyage (in which he took part) 
to La Plata in 1526, and anticipates Eden and Hakluyt in his 
belief in the efficacy of the north-west passage, a belief which the 
best contemporary maps encouraged, since they indicated only the 
known coastline of North America. The study of John Dee’s 
work and influence form the most interesting section of the book. 
A mathematician and a Welshman, learned and immodest—he 
called himself the ‘‘ Christian Aristotle ’?»—Dee was the pupil 
and friend of Gemma Phrysius, Mercator and Ortelius. He 
introduced and developed cosmographical studies at Cambridge 
c. 1550, and played an important part as technical adviser in the 
voyages made by Willoughby, Frobisher, Gilbert and others in 
pursuit of that will o’ the wisp—a north-eastern or north-western 
passage to Cathay. 

| W. G. East. 
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Introduction to The Rolls of Norwich Cathedral Priory. By 
H. W. Saunpvers, M.A.. D.Litt. Jarrold. 1930. Pp. 213. 
Ios. 6d. 


An important description of the possessions and establishment 
of an English medieval priory which devotes the greater part 
of its attention and space to the manorial economy is so seldom 
published that Dr. Saunders has done good service to students of | 
Economic History by the mere attempt. Whether it will be com- 
pletely successful must depend perhaps on the encouragement 
that he receives for completing this description by publishing 
the texts of the estate accounts of the Cathedral Church of 
Norwich, an enterprise to which the present volume serves as an 
Introduction. 

These ‘‘ obedientiary rolls’? form one of the most important 
collections of their kind that have survived, and though their 
nature and value have long been known, and though texts have 
been occasionally published in various forms from the collections 
preserved in other churches, no real attempt has hitherto been 
made to analyse their evidence in regard to the manorial orga- 
nisation of a priory church. In saying so much one may still 
remain conscious of a debt of gratitute and admiration for the 
scholarly labours of Canon Fowler at Durham, of Dean Kitchen 
at Winchester and of Archdeacon Chapman at Ely, while at 
least one learned archeologist still at work (Dr. Rose Graham) 
has made important researches in the same direction. The fact 
is, however, that the evidence still available, in vast bulk at 
Westminster, Durham, and Norwich especially, cannot be pro- 
perly utilised without an intensive study of the manorial orga- 
nisation established under the obedientiary system ; and for this 
purpose not only the departmental or “ head-quarters ’’ records 
of the obedientiars must be closely examined, but also the 
local manor records compiled by the bailiff and sent up for audit 
at the Priory Exchequer, where the use of still another series of 
records may be ‘occasionally traced. For his own part Dr. 
Saunders has by no means neglected other aspects of the antiqui- 
ties of Norwich Cathedral Priory for which this Introduction and 
the resulting volumes of texts which may accrue will be a mine of 
information. Naturally, however, this does not imply that all 
Dr. Saunders’ interesting and important theories, particularly as 
to a distinctive financial organisation of the Priory manors, will 
be obvious or acceptable to other experts. 

It will be evident from a careful perusal of the present 
work that certain problems of the Norwich Manorial Economy 
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are closely connected with the arbitrary control of the 
respective obedientiaries, a subject which has not hitherto been 
considered or described in its relations with the demesne farm 
and other sources or objects of monastic income and expenditure, 
respectively. The question may, therefore, arise how far the 
somewhat remarkable variations in the obedientiary system 
which obtains elsewhere are due to the persistence at Norwich 
from an early date, of an abnormal establishment represented by 
a Master Cellarer, who combined in his own person, Dr. Saunders 
assures us, the respective duties and powers:of the Bursar and 
the Cellarer elsewhere, and who assumed, further, the functions 
of an estate agent and major domo, with the result that his office 
became ‘‘ a veritable microcosm of the monastery itself.’’ Dr. 
Saunders seems to suggest that the importance of the office of 
Cellarer, as the chief victualler of the house, combined with a 
domestic riot, was the probable cause of the appointment of a 
Master of the Cellar to supplement the control of the Cellarer 
proper. In these circumstances, the Master Cellarer might well 
have been entrusted with the supervision of the whole of the 
revenue and expenditure appropriated for the ‘‘ food of the 
monks,’’ and this encroachment might even have stinted the 
activities of other monastic purveyors such as the pittancer, com- 
munar, infirmar, refectorer, hostillar, and almoner. Such a 
transposition, indeed, is not unprecedented and does not affect the 
organisation of the respective servants in charge of sub-depart- 
ments of the cellar, or of its branches in the grange, brewhouse, 
bakehouse, larder, and kitchen. We find at Norwich such officers 
as a “‘ master of the piggeries,’? shepherd, haykeeper, boatman, 
herring-curer, etc., connected with the cellar, just as we might 
find most of them elsewhere ; but the real problem is how either 
the convent shook off the fiscal control of the prior’s chamber, 
exchequer, and treasury by exploiting an existing conventual 
institution (namely the cellar) or, alternatively, how the Prior 
imposed his own control upon the house by capturing the strong- 
hold of the cellar, and using it as a substitute for the ordinary 
fiscal apparatus of the chamber and audit, with the result that 
no distinction was apparently preserved between ‘‘ domestic ”’ 
and ‘‘ foreign ’’ expenses as usual. 

It might, perhaps, have been easier for us to suppose that the 
régime of the cellar was instituted at Norwich to facilitate the 
only effective method of appropriating funds for rebuilding 
after the great fire, by suspending the activities of certain minor 
victualling departments in order that their incomes might be 
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devoted to this good cause, while the former records of the prior’s 
chamber may have simply disappeared. This, however, is a 
hypothesis which can scarcely be put forward by any researcher 
other than Dr. Saunders himself, and in his further exposition 
of the departmental records at large he will doubtless be able to 
clear up these questions. 

It is noticeable that the amplification of the cellarer’s functions 
coincides very nearly with the great fire and with a monastic 
revolt, and the same expediency might possibly explain the 
remarkable concentration of the supervision of the manors of 
this church in the ‘‘ Camera’ itself by way of a record of the 
profits of husbandry setting forth the wainage and resultant 
“ proficuum ”—whereas this calculation is usually made, else- 
where, in the form of marginal annotations on the bailiff’s 
accounts presented for audit. 

Turning from the somewhat selfish requirements of academic 
study, it must also be a matter of congratulation to local interests 
that a pioneer work of this importance should have been under- 
taken by a pupil of the veteran Norfolk antiquaries, Canon 
Jessop and the Rev. William Hudson, supported by the local 
patriotism of ‘‘ Friends of the Cathedral Church of Norwich.”’ 

Huser HALL. 
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Bs T. Hobhouse: His Life and Work’ 


By S. ALEXANDER. 


A MEMorIR of L. T. Hobhouse was altogether desirable and 
necessary, and it has been excellently supplied in this volume 
in which Mr. Hobson writes of the life, and Hobhouse’s 
successor in his chair at the London School of Economics, Mr. 
Ginsberg, expounds his philosophy, while an appendix is added 
of several of his lighter papers, which illustrate his ease of 
writing and happy gift of being at once deep and gay: the 
paper on Jane Austen may be mentioned as an example. 

Mr. Hobson gives a vivid picture of Hobhouse’s history and 
personality and his public services: his complex and fitful 
temperament, overflowing, when he was in good health and 
happy about affairs, with high spirits and abundant expression, 
but dropping at intervals into periods of gloom and depression ; 
a man producing an immense amount of valuable work in 
philosophy and journalism and practical public occupations, 
and at the same time restless in the division of his mind between 
these interests, either of which would have sufficed an ordinary 
man, eager when he was a don to be a journalist and when he 
_was a journalist to return to the life of teaching, in the end 
settling down into his professorship in London and devoting 
himself to sociology and philosophy, while at the same time he 
served as chairman of Trade Boards or acted as arbitrator in 
» industrial disputes and maintained his relations with journalism 
by occasional contributions to the Manchester Guardian. ‘There 
are happy touches which showghim not only in his work but in 
his character, his passion for freedom and hatred of domination, 
his devotion to his family life and participation in the interests 
of his children, and his rather shy but profound affection for 
his friends. I can attest the faithfulness of these descriptions, 
for I knew Hobhouse fairly well from his early life at Oxford 
until the end. I think he attended some of my lectures at 
Oxford, and I am sure I examined him for Greats, and thereby 
hangs a tale. Shortly after he had been made a fellow of 


1 By J. A. Hobson and Morris Ginsberg. With selected essays and articles, 
London : Allen and Unwin. 1931. Pp. 360. Price 12s. 6d. 
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Merton, the President of Corpus, Thomas Fowler, came to 
consult me one day about him, as he had been mentioned for a 
philosophy tutorship at Corpus. I showed the President in 
confidence the record of Hobhouse’s performances in Greats. 
The page was a forest of alpha marks given by five different 
examiners in every department of the examination. The 
President glanced at the page, and saying that was good enough 
for him went away and appointed Hobhouse as tutor. This 
anecdote may throw a strange light on the way appointments 
used to be made at Oxford, but in this case the evidence was 
overwhelming. When he came to Manchester and wrote leaders 
I was a neighbour, and I admired despairingly the industry with 
which he could along with his journalism carry on experiments 
at our Zoo upon monkeys and elephants and at home on his dog, 
how he would devour the volumes of Brehm’s Thierleben, and 
afterwards when his work on comparative psychology was 
finished, how in preparation for his Morals in Evolution he 
would study the Sacred Books of the East and other endless 
books of anthropology. This combination of original enterprise 
and minute and laborious scholarship was a standing wonder to 
me. Withal he found time for his friends and was abundant in 
conversation and indulged in‘ moments of relaxation in his 
particular gift of mimicry. One of the persons he mimicked 
with great effect was the brilliant and witty scholar T. C. Snow 
of St. John’s, Oxford, whose oddities were as delightful as his 


wit, and Hobhouse would set the company on a roar with this j 
and other kindly imitations. When in later life he came back © 


to Manchester, as he frequently did, he was full of his philo- ‘ 


+ 


oo 


FP 


sophical work, and in particular talked of the problems raised “1” 


for him and me and the rest of us philosonhers by the new 
theory of Relativity. That was especially so when he was 


preparing the new edition of his biggest and most important. 


. 


purely philosophical work, Development and Purpose. He and © oa 


I could compare notes of the difficulties we found in handling 
these great topics owing to our inadequate education in physical 
science. Had he lived, he would certainly have made himself 
more equal to the subject. For how little content he was to 
deal with scientific matters in a merely general way can be seen 
from the labour he spent as a young man over physiology with 
Dr. J. S. Haldane and from the careful details he gives in the 
work I have mentioned when he is discussing the ideas of 
organism and teleology, where a less “ positive’? mind might 
have been satisfied with a vague reference. 
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In giving an account of Hobhouse’s philosophy, Mr. Ginsberg 
had before him a difficult task. As he says himself, Hobhouse’s 
inquiries range over so large a field that hardly any one man can 
appraise the whole with justice. The essence of the work was 
that a certain principle could be traced throughout social and 
other evolution, the principle namely of the greater and greater 
harmonising of isolated facts or data or impulses or whatever 
it may be that we are dealing with, which harmonising is the 
characteristic function of mind, and therefore that a principle of 
the nature of mind is at work throughout the universe. ‘This 
is, however, not to be treated as a lucky idea but as something 
to be verified over a whole mass of detail, in the various 
philosophical sciences. Mr. Ginsberg had to choose, therefore, 
between a very general statement with a criticism which would 
be pointless without the minutie, and a straightforward exposi- 
tion of Hobhouse’s books; and he, rightly I think, chose the 
second plan and has done his work excellently well. Inevitably 
such a summary précis of a long and various argument must be 
difficult reading, for in such an abstract, without illustrations, 
there is no room for discussion of the questions which the reader 
may ask. Hobhouse’s own Development and Purpose is itself 
in part a briefer restatement of his earlier books and is not 
an easy book. What is to all intents and purposes a still 
narrower reduction of this is bound to be more or less dry, how- 
ever useful and accurate (and it is both). Here and there it 
might possibly have been relieved, as, for instance, in the state- 
ment of Hobhouse’s important discovery or indication of a stage 
in animal mind which he calls ‘‘ practical judgment,’’ some- 
thing less than judgment proper and more than mere percep- 
tion or discovery by trial and error. It might have been useful 
to mention Mr. Koehler’s recent experiments with chimpanzees 
which have verified the same thing, and that Mr. Koehler him- 
self acknowledges Hobhouse’s work as a forerunner of his own. 
But this is only a particular matter which interests me, and 
there are probably many other places which would have admitted 
in the wishes of other persons amplification of this sort, and it 
would have been difficult to know where to stop with due regard 
for brevity. 

Mr. Hobson speaks of Hobhouse justly as “‘ one of the less 
known of the great men of our time,’’ and the reason may well 
be asked why he was comparatively so little known. Partly the 
reason is that he was eminent both in philosophy and 
journalism, and there is a common prejudice that a man who 
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does two things cannot do either well, whereas in fact he may 
sometimes do both eminently well; and indeed, in part at any 
rate, Hobhouse’s philosophy helped him to be a good journalist, 
and his journalism helped to give a sane human flavour to his 
philosophy. But partly the reason lies in the writer himself. 
His extreme facility of writing did undoubtedly make him 
prolix, and he often failed to clinch his arguments ; nor was his 
construction always good, for he-embraced too many subjects 
within a book. A shorter book of a more definitely limited aim, 
like The Metaphysical Theory of the State, was more effective 
than some of his larger books. The result was to leave an 
indeterminate impression on the reader’s mind. Thus Shad- 
worth Hodgson in acknowledging that Hobhouse had in the 
Theory of Knowledge anticipated himself in some important 
respects yet spoke of the book as nondescript, and with some 
justice. One leading idea, that of a principle of purpose in 
the universe, yet a ‘‘ conditioned ’’ purpose, was from the 
nature of the case left in some obscurity, even with the light 
thrown upon it from General Smuts’s idea of holism. Another 
matter of some doubt, as it seems to me, though I do not know 
the ethical work at all thoroughly, is the position of reason in 
morals, for sometimes it seems to be merely a name for 
harmonisation of impulses, and sometimes to be itself an 
impulse towards harmonisation. 

Though it is so hard at present to judge Hobhouse’s philo- 
sophical work as a whole, one thing seems to me to be true, that 
there is much in his writing (I think mainly of the psychological 
and metaphysical parts in which I am chiefly interested) for 
which he has not received full credit, perhaps for the reasons 
mentioned. And I have to confess myself a sinner in this 
respect. With all the growth of his mind he was singularly 
settled in his convictions from the beginning, and on looking 
again, for the purposes of this notice, through his first large 
book The Theory of Knowledge, I observe there quite clearly 
the distinction of the knowing act from the known object, which 
rightly or wrongly I made a good deal of myself, and also 
another position which seems to me of importance, that the 
patch of space we see and the patch of space we 
feel, and speak of as occupied by the same thing, are 
not two spaces which come to be correlated one with the 
other but one and the same space from the outset. Yet I 
did not mention Hobhouse in either connection. ‘This was the 
less excusable because I had actually read the book for him in 
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proof.* I am sure I did not intentionally suppress the mention 

of a debt, but I suppose I either forgot completely having read 

these doctrines in him, or as is more probable was not mature 

enough in my own mind when I read them to understand their 

importance, and afterwards, as is the way with people working 

over the same subject, arrived at the same result on other paths. 
I take leave of this book with gratitude to both the authors. 


? It may’ be of interest and amusement if I quote the inscription Hobhouse 
wrote inside the copy of this work which he presented to me. It illustrates 
what his son speaks of in the volume as his habit of pouring out burlesque 
Homeric lines. The testimonial to my conciliatory disposition need not be 
taken too seriously, for it suits the Homeric tag. However I am not 
ashamed at the exposure of a virtue whch I may have possessed at that 
time (1896). The meaning of the O.5. at the end is this: in the original 
proof-sheets there were many quotations from Plato and Aristotle which 
I called Oxford slang and persuaded Hobhouse to omit. These became so 
frequent that I merely wrote O.S. against any one of them in the margin. 
I regret that the last line needs to be pronounced according to the old 
pronunciation of Greek. Here are the lines: 


Mayxwlwy by’ dplore, ’AdeEdvdpg piradféer, 

Te coplnv pev tdwke Oecd yAaveGmis ’AOivy 
(otvexey of xaddmwors wdda moddAdKe vuKTos apodyy 
Bdxxou xamvov epete, Oeod mepixaddes d-yaAwa) 

tov dé re Kijpes 0evr0 weramperé év Ovnroiow 

Ah ayavoppocivyn Ty Niryet velkea Avypa 

6&pov 6 Bods 765’ Ldwxe Pihw Pidos écOAA rerovOds. 
(0.2.) 
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Reflections on the Pure Theory of 
Money of Mr. J. M. Keynes 


By F. A. von HAYEK. 


I 


THE appearance of any work by Mr. J. M. Keynes must always 
be a matter of importance : and the publication of the Treatise on 
Money’ has long been awaited with intense interest by all econo- 
mists. None the less, in the event, the Treatise proves to be so 
obviously—and, I think, admittedly—the expression of a tran- 
sitory phase in a process of rapid intellectual development that 
its appearance cannot be said to have that definitive significance 
which at one time was expected of it. Indeed, so strongly does 
it bear the marks of the effect of the recent discovery of certain 
lines of thought hitherto unfamiliar to the school to which Mr. 
Keynes belongs, that it would be decidedly unfair to regard it 
as anything else but experimental—a first attempt to amalga- 
mate those new ideas with the monetary teaching traditional in 
Cambridge and pervading Mr. Keynes’ own earlier contributions. 
That the new approach, which Mr. Keynes has adopted, which 
makes the rate of interest and its relation to saving and invest- 
ing the central problem of monetary theory, is an enormous 
advance on this earlier position, and that it directs the attention 
to what is really essential, seems to me to be beyond doubt. And 
even if, to a Continental economist, this way of approach does 
not seem so novel as it does to the author, it must be admitted 
that he has made a more ambitious attempt to carry the analysis 
into the details and complications of the problem than 
any that has been attempted hitherto. Whether he has been 
successful here, whether he has not been seriously hampered by 
the fact that he has not devoted the same amount of effort to 
understanding those fundamental theorems of ‘‘ real’? economics 
on which alone any monetary explanation can be successfully 
built, as he has to subsidiary embellishments, are questions 
which will have to be examined later. 
1 J. M. Keynes: A Treatise on Money, Macmillan & Co. 2 Vols. 30S. 
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That such a book is theoretically stimulating goes without say- 
ing. At the same time, it is difficult to suppress some concern as 
regards the immediate effect which its publication in its present 
form may have on the development of monetary theory. It was, no 
doubt, the urgency which he attributes to the practical proposals 
which he holds to be justified by his theoretical reasoning, which 
led Mr. Keynes to publish the work in what is avowedly an 
unfinished state. ‘The proposals are indeed revolutionary, and 
cannot fail to attract the widest attention: they come from a 
writer who has established an almost unique and well-deserved 
reputation for courage and practical insight ; they are expounded 
in passages in which the author displays all his astonishing 
qualities of learning, erudition and realistic knowledge, and in 
which every possible effort is made to verify the theoretical 
reasoning by reference to available statistical data. Moreover, 
most of the practical conclusions seem to harmonise with what 
seems to the man in the street to be the dictates of common sense, 
and the favourable impression thus created will probably not 
be diminished at all by the fact that they are based on a part 
of the work (Books III and IV) which is so highly technical and 
complicated that it must for ever remain entirely unintelligible 
to those who are not experts. But it is this part on which 
everything else depends. It is here that all the force and all 
the weakness of the argument are concentrated, and it is here that 
the really original work is set forth. And here, unfortunately, 
the exposition is so difficult, unsystematic, and obscure, that it is 
extremely difficult for the fellow economist who disagrees with 
the conclusions to demonstrate the exact point of disagreement 
and to state his objections. There are passages in which the 
inconsistent use of terms produces a degree of obscurity which, to 
anyone acquainted with Mr. Keynes’ earlier work, is almost 
unbelievable. It is only with extreme caution and the greatest 
reserve that one can attempt to criticise, because one can never 
be sure whether one has understood Mr. Keynes aright. 

For this reason, I propose in these reflections to neglect for the 
present the applications, which fill almost the whole of Volume 
II, and to concentrate entirely on the imperative task of examin- 
ing these central difficulties. I address myself expressly to 
expert readers who have read the book in its entirety.” 


2 If at any point my own analysis seems to English readers to take too 
much for granted, perhaps I may be permitted to refer to my! Prices and 
Production in Chapters II and III of which I have attempted to provide a 
broad outline of the general theoretical considerations which seem to me 
indispensable in any approach to this problem. 
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I 


Book I gives a description and classification of the different 
kinds of money which in many respects is excellent. Where it 
gives rise to doubts or objections, the points of difference are not 
of sufficient consequence to make it necessary to give them space 
which will be much more urgently needed later on. The most 
interesting and important parts consist in the analysis of the 
factors which determine the amounts of money which are held by 
different members of the community, and the division of the total 
money in circulation into ‘‘ income deposits’’ and “‘ business 
deposits ’’ according to the purpose for which it is held. This 
distinction, by the way, has turned up again and again in 
writings on money since the time of Adam Smith (whom Mr. 
Keynes quotes), but so far it has not proved of much value. 

Book II is a highly interesting digression into the problem of 
the measurement of the value of money, and forms in itself a 
systematic and excellent treatise on that controversial subject. 
Here it must be sufficient to say that it deals with the problem in 
the most up-to-date manner, treating index-numbers on the lines 
developed chiefly by Dr. Haberler in his Sinn der Indexzahlen, 
as expressions of the changes in the price-sum of definite collec- 
tions of commodities—its main addition to the existing know- 
ledge of this subject being an excellent and very much needed 
criticism of certain attempts to base the method of index numbers 
on the theory of probability. For an understanding of what 
follows, I need only mention that Mr. Keynes distinguishes as 
relatively less important for the purposes of monetary theory 
the Currency Standard in its two forms, the Cash Transactions 
Standard and the Cash Balances Standard (and the infinite num- 
ber of possible secondary price-levels corresponding, not to the 
general purchasing power of money as a whole, but to its purchas- 
ing power for special purposes), from the ‘‘ Labour Power ”’ of 
Money and the Purchasing Power of Money proper, which are 
fundamental in a sense in which price-levels based on other 
types of expenditure are not, because ‘‘ human effort and human 
consumption are the ultimate matters from which alone economic 
transactions are capable of deriving any significance ’’ (Vol. I, 
p. 134). 


LiL. 


It is in Books III and IV that Mr. Keynes proposes “‘ a novel 
means of approach to the fundamental problem of monetary 
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theory’’ (Preface). He begins with an elaborate catalogue of the 
terms and concepts he wants to use. And here, right at the begin- 
ning, we encounter a peculiarity which is likely to prove a stum- 
bling-block to most readers, the concept of entrepreneur’s profits. 
These are expressly excluded from the category of money income, 
and form a separate category of their own. I have no fundamental 
objection to this somewhat irritating distinction, and I agree per- 
fectly when he defines profits by saying that ‘‘ when profits are 
positive (or negative) entrepreneurs will—in so far as their free- 
dom of action is not fettered by existing bargains with the factors 
of production which are for the time being irrevocable—seek to 
expand (or curtail) their scale of operations’’ and hence depicts 
profits as the main-spring of charge in the existing economic 
system. But I cannot agree with his explanation of why profits 
arise, nor with his implication that only changes in “total 
profits’’ in his sense can lead to an expansion or curtailment of 
output. For profits in his view are considered as a “‘ purely mone- 
tary phenomenon ”’ in the narrowest sense of that expression. The 
cause of the emergence of those profits which are “‘ the main- 
spring of change ”’ is not a “‘ real’ factor, not some maladjust- 
ment in the relative demand for and supply of cost goods and 
their respective products (i.e. of the relative supply of inter- 
mediate products in the successive stages of production) and, 
therefore, something which could arise also in a barter economy, 
but simply and solely spontaneous changes in the quantity and 
direction of the flow of money. Indeed, throughout the whole of 
his argument the flow of money is treated as if it were the only 
independent variable which could cause a positive or negative 
difference between the prices of the products and their respective 
costs. ‘The structure of goods on which this flow impinges is 
assumed to be relatively rigid. In fact, of course, the original 
cause may just as well be a change in the relative supply of these 
classes of goods, which then, in turn, will affect the quantities 
of money expended on them.* 

But though many readers will feel that Mr. Keynes’ analysis 
of profit leaves out essential things, it is not at all easy to 
detect the flaw in his argument. His explanation seems to flow 
necessarily from the truism that profits can arise only if more 
money is received from the sale of goods than has been expended 

3 The difference between Mr. Keynes’ viewpoint and my own here is not, 
as may seem in the first instance, due to any neglect on my part of the 
fact that Mr. Keynes is dealing only with a short-run problem. It is Mr. 


Keynes rather, with his implied assumption that the real factors are in 
equilibrium, who is unconsciously introducing a long-run view of the subject. 
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on their production. But, obvious as this is, the conclusion 
drawn from it becomes a fallacy if only the prices of finished 
consumption goods and the prices paid for the factors of produc- 
tion are contrasted. And, with the quite insufficient exception 
of new investment goods, this is exactly what Mr. Keynes does. 
As I shall repeatedly have occasion to point out, he treats the 
process of the current output of consumption goods as an 
integral whole in which only the prices obtained at the end for the 
final products and the prices paid at the beginning for the fac- 
tors of production have any bearing on its profitableness. He 
seems to think that sufficient account of any change in the 
relative supply (and therefore in the value) of intermediate 
products in the successive stages of that process is provided for 
by his concept of (positive or negative) investment, i.e. the net 
addition to (or diminution from) the capital of the community. 
But this is by no means sufficient if only the total or net increment 
(or decrement) of investment goods in all stages is considered 
and treated as a whole, and the possibility of fluctuations between 
these stages is neglected ; yet this is just what Mr. Keynes does. 
The fact that his whole concept of investment is ambiguous, and 
that its meaning is constantly shifting between the idea of any 
surplus beyond the reproduction of the identical capital goods 
which have been used up in current production and the idea of 
any addition to the total value of the capital goods, renders it 
still less adequate to account for that phenomenon. 

When I come to the concept of investment I shall quote evi- 
dence of this confusion. For the present, however, let us assume 
that the concept of investment includes, as, in spite of some 
clearly contradictory statements of Mr. Keynes it probably 
should include, only the net addition to the value of all the 
existing capital goods. If we take a situation where, according 
to that criterion, no investment takes place, and therefore the 
total expenditure on the factors of production is to be counted as 
being directed towards the current production of consumers’ 
goods, it is quite conceivable that—to take an extreme case— 
there may be no net difference between the total receipts for the 
output and the total payments for the factors of production, 
and no net profits for the entrepreneurs as a whole, because 
profits in the lower stages of production are exactly compensated 
by the losses in the higher stages. Yet, in that case, 
it will not be profitable for a time for entrepreneurs as a whole 
to continue to employ the same quantity of factors of production 
as before. We need only consider the quite conceivable case that 
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in each of the successive stages of production there are more inter- 
mediate products than are needed for the reproduction of the inter- 
mediate products existing at the same moment in the following 
stage, so that, in the lower stages (i.e. those nearer consump- 
tion) there is a shortage, and in the higher stages there is an 
abundance, as compared with the current demand for con- 
sumers’ goods. In this case, all the entrepreneurs in the higher 
stages of production will probably make losses ; but even if these 
losses were exactly compensated, or more than compensated, by 
the profits made in the lower stages, in a large part of the 
complete process necessary for the continuous supply of con- 
sumption goods it will not pay to employ all the factors of pro- 
duction available. And while the losses of the producers of those 
stages are balanced by the profits of those finishing consumption 
goods, the diminution of their demand for the factors of pro- 
duction cannot be made up by the increased demand from the 
latter because these need mainly semi-finished goods and can 
use labour only in proportion to the quantities of such goods 
which are available in the respective stages. In such a case, 
profits and losses are originally not the effect of a discrepancy 
between the receipts for consumption goods and the expenditure 
on the factors of production, and therefore they are not ex- 
plained by Mr. Keynes’ analysis. Or, rather, there are no 
total profits in Mr. Keynes’ sense in this case, and yet there 
occur those very effects which he regards as only conceivable as 
the consequence of the emergence of net total profits or losses. 
The explanation of this is that while the definition of profits 
which I have quoted before serves very well when it is applied 
to individual profits, it becomes misleading when it is applied 
to entrepreneurs as a whole. The entrepreneurs making profits 
need not necessarily employ more original factors of production 
to expand their production, but may draw mainly on the existing 
stocks of intermediate products of the preceding stages while 
entrepreneurs suffering losses dismiss workmen. 
But this is not all. Not only is it possible for the changes 
which Mr. Keynes attributes only to changes in ‘‘total profits’’ to 
occur when ‘‘ total profits ’’ in his sense are absent : it is also pos- 
sible for ‘‘total profits’’ to emerge for causes other than those con- 
templated in his analysis. It is by no means necessary for ‘‘ total 
profits’’ to be the effect of a difference between current receipts and 
current expenditure. Nor need every difference between current 
receipts and current expenditure lead to the emergence of “* total 
profits.’ For even if there is neither positive nor negative invest- 
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ment, yet entrepreneurs may gain or lose in the aggregate because 
of changes in the value of capital which existed before—changes 
due to new additions to or subtractions from existing capital.* It 
is such changes in the value of existing intermediate products (or 
‘“‘investment,’’ or capital, or whatever one likes to call it) which 
act as a balancing factor between current receipts and current 
expenditure. Or to put the same thing another way, profits 
cannot be explained as the difference between expenditure in one 
period and receipts in the same period or a period of equal length 
because the result of the expenditure in one period will very often 
have to be sold in a period which is either longer or shorter than 
the first period. It is indeed the essential characteristic of 
positive or negative investment that this must be the case. 

It is not possible at this stage to show that a divergence 
between current expenditure and current receipts will always 
tend to cause changes in the value of existing capital which are 
by no means constituted by that difference, and that because of 
this, the effects of a difference between current receipts and 
current expenditure (i.e. profits in Mr. Keynes’ sense), may lead 
to a change in the value of existing capital which may more than 
balance the money-profits. We shall have to deal with this matter 
in detail when we come to Mr. Keynes’ explanation of the trade 
cycle, but before we can do that we shall have to analyse his 
concept of investment very closely. It should, however, already 
be clear that even if his concept of investment does not refer, as 
has been assumed, to changes in the value of existing capital but 
to changes in the physical quantities of capital goods—and there 
can be no doubt that in many parts of his book Mr. Keynes uses 
it in this sense—this would not remedy the deficiencies of his 
analysis. At the same time there can be no doubt that it is the 
lack of a clear concept of investment—and of capital—which is 
the cause of this unsatisfactory account of profits. 

There are other very mischievous peculiarities of this 
concept of profits which may be noted at this point. The 
derivation of profits from the difference between receipts for the 
total output and the expenditure on the factors of production 
implies that there exists some normal rate of remuneration of 
invested capital which is more stable than profits. Mr. Keynes 
does not explicitly state this, but he includes the remuneration 
of invested capital in his more comprehensive concept of the 
“‘money rate of efficiency earnings of the factors of production ”’ 


4 Of course such changes need not only affect entrepreneurs. They may 
also affect other owners of capital. 
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in general, a concept on which I shall have more to say later on. 
But even if it be true, as it probably is, that the rate of 
remuneration of the original factors of production is relatively 
more rigid than profits, it is certainly not true in regard to the 
remuneration of invested capital. Mr. Keynes obviously arrives 
at this view by an artificial separation of the function of the 
entrepreneurs as owners of capital and their function as entre- 
preneurs in the narrow sense. But these two functions cannot 
be absolutely separated even in theory, because the essential 
function of the entrepreneurs, that of assuming risks, neces- 
sarily implies the ownership of capital. Moreover, any new 
chance to make entrepreneurs’ profits is identical with a change 
in the opportunities to invest capital, and will always be re- 
flected in the earnings (and value) of capital invested. (For 
similar reasons it seems to me also impossible to mark off entre- 
preneurs’ profits as something fundamentally different from, 
say, the extra gain of a workman who moves first to a place 
where a scarcity of labour makes itself felt and, therefore, for 
some time obtains wages higher than the normal rate.) 

Now this artificial separation of entrepreneurs’ profits from 
the earnings of existing capital has very serious consequences 
for the further analysis of investment: it leads not to an 
explanation of the changes in the demand price offered by the 
entrepreneurs for new capital, but only to an explanation of 
changes in their aggregate demand for ‘‘ factors of production ”’ 
in general. But, surely, an explanation of the causes which 
make investment more or less attractive should form the basis 
of any analysis of investment. Such an explanation can, how- 
ever, only be reached by a close analysis of the factors deter- 
mining the relative prices of capital goods in the different succes- 
sive stages of production—for the difference between these prices 
is the only source of interest. But this is excluded from the 
outset if only total profits are made the aim of the investigation. 
Mr. Keynes’ aggregates conceal the most fundamental 
mechanisms of change. 


IV 


I pass now to the central and most obscure theme of the book, 
the description and explanation of the processes of investment.. 
It seems to me that most of the difficulties which arise here are 
a consequence of the peculiar method of approach adopted by 
Mr. Keynes, who, from the outset, analyses complex dynamic 
processes without laying the necessary foundations by adequate 
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static analysis of the fundamental process. Not only does he fail 
to concern himself with the conditions which must be given to 
secure the continuation of the existing capitalistic (i.e. round- 
about) organisation of production—the conditions creating an 
equilibrium between the depreciation and the renewal of exist- 
ing capital—not only -does he take the maintenance of the 
existing capital stock more or less as a matter of course (which 
it certainly is not—it requires quite definite relationships be- 
tween the prices of consumption goods and the prices of capital 
goods to make it profitable to keep capital intact) : he does not 
even explain the conditions of equilibrium at any given rate of 
saving, nor the effects of any change in the rate of saving. 
Only when money comes in as a disturbing factor by making the 
rate at which additional capital goods are produced different 
from the rate at which saving is taking place does he begin to be 
interested. 

All this would do no harm if his analysis of this complicating 
moment were based on a clear and definite theory of capital 
and saving developed elsewhere, either by himself or by others. 
But this is obviously not the case. Moreover, he makes a satis- 
factory analysis of the whole process of investment still more 
dificult for himself by another peculiarity of his analysis, 
namely by completely separating the process of the reproduction 
of the old capital from the addition of new capital, and treating 
the former simply as a part of current production of consumption 
goods, in defiance of the obvious fact that the production of the 
same goods, whether they are destined for the replacement of or 
as additions to the old stock of capital, must be determined 
by the same set of conditions. New savings and new 
investment are treated as if they were something entirely 
different from the reinvestment of the quota of amortisa- 
tion of old capital, and as if it were not the same market 
where the prices of capital goods needed for the current pro- 
duction of consumption goods and of additional capital goods are 
determined. Instead of a ‘ horizontal ’’ division between capital 
goods (or goods of higher stages or orders) and consumption 
goods (or goods of lower stages)—which one would have thought 
would have recommended itself on the ground that in each of 
these groups and sub-groups production will be regulated by 
similar conditions—Mr. Keynes attempts a kind of vertical divi- 
- sion, counting that part of the production of capital goods which 
is necessary for the continuation of the current production of 
consumption goods as a part of the process of producing con- 
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sumption goods, and only that part of the production of capital 
goods which adds to the existing stock of capital as production 
of investment goods. But this procedure involves him, as we 
shall see, in serious difficulties when he has to determine what 
is to be considered as additional capital—difficulties which he 
has not clearly solved. The question is whether any increase 
of the value of the existing capital is to be considered as such 
an addition—in this case, of course, such an addition could be 
brought about without any new production of such goods—or 
whether only additions to the physical quantities of capital goods 
are counted as such an addition—a method of computation which 
becomes clearly impossible when the old capital goods are not 
replaced by goods of exactly the same kind, but when a transition 
to more capitalistic methods brings it about that other goods are 
produced in place of those used up in production. 

This continual attempt to elucidate special complications with- 
out first providing a sufficient basis in the form of an explanation 
of the more simple equilibrium relations becomes particularly 
noticeable in a later stage of the investigation when Mr. Keynes 
tries to incorporate into his system the ideas of Wicksell. 
In Wicksell’s system these are necessary outgrowths of the 
most elaborate theory of capital we possess, that of Bohm-Bawerk. 
It is a priori unlikely that an attempt to utilise the conclusions 
drawn from a certain theory without accepting that theory itself 
should be successful. But, in the case of an author of Mr. Keynes’ 
intellectual calibre, the attempt produces results which are truly 
remarkable. 

Mr. Keynes ignores completely the general theoretical basis 
of Wicksell’s theory. But, none the less, he seems to have felt 
that such a theoretical basis is wanting, and accordingly he has 
sat down to work one out for himself. But for all this, it still 
seems to him somewhat out of place in a treatise on money, so 
instead of presenting his theory of capital here, in the forefront 
of his exposition, where it would have figured to most advantage, 
he relegates it to a position in Volume II and apologises for 
inserting it (Vol. II, p. 95). But the most remarkable feature 
of these chapters (27-29) is not that he supplies at least a part of 
the required theoretical foundation, but that he discovers anew 
certain essential elements of Bohm-Bawerk’s theory of capital, 
especially what he calls (as has been done before in many dis- 
cussions of Bohm-Bawerk’s theory—I mention only Taussig’s 
Wages and Capital as one of the earliest and best known 
instances) the “‘ true wages fund ’’ (Vol. II, pp. 127-129) and 
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earlier (Vol. I, p. 308) BOhm-Bawerk’s formula for the relation 
between the average length of the roundabout process of produc- 
tion and the amount of capital.’ Would not Mr. Keynes have 
made his task easier if he had not only accepted one of the 
descendants of Bohm-Bawerk’s theory, but had also made himself 
acquainted with the substance of that theory itself? 


V 


We must now consider in more detail Mr. Keynes’ analysis of 
the process of investment. Not the least difficult part of this task 
is to find out what is really meant by the expression investment 
as itis used here. It is certainly no accident that the inconsisten- 
cies of terminology, to which I have alluded before, become 
particularly frequent as soon as investment is referred to. I must 
mention here some of the most disturbing instances, as they will 
illustrate the difficulties in which every serious student of Mr. 
Keynes’ book finds himself involved. 

Perhaps the clearest expression of what Mr. Keynes thinks 
when he uses the term investment is to be found where he defines 
it as ‘‘ the act of the entrepreneur whose function it is to make the 
decisions which determine the amount of the non-available out- 
put ’’ consisting ‘‘ in the positive act of starting or maintaining 
some process of production or of withholding liquid goods. It is 
measured by the net addition to wealth whether in the form of 
fixed capital, working capital or liquid capital ’’ (Vol. I, p. 172). 
It is perhaps somewhat misleading to use the term investment for 
the act as well as the result, and it might have been more appro- 
priate to use in the former sense the term “‘ investing.’? But that 
would not matter if Mr. Keynes would confine himself to these 
two senses, for it would not be difficult to keep them apart. But 
while the expression “‘ net addition to wealth ’’ in the passage 
just quoted clearly indicates that investment means the increment 
of the value of existing capital—since wealth cannot be 
measured otherwise than as value—somewhat earlier, when the 
term ‘‘ value of investment ’’ occurs for the first time (Vol. I, 
p. 126), it is expressly defined as ‘‘ not the increment of value 

5 According to Béhm-Bawerk (Positive Theory, 3rd. ed., p. 535, English 
translation p. 328) the stock of capital must be =P as great as the amount 
of consumption goods consumed during a period of time if x stands for the 


total length of the production process and if the original factors of produc- 
tion are applied at a steady rate. Mr. Keynes calls the magnitude which 


Bohm-Bawerk called x, 2r—x and, as Aicdets DED 5 0 comes to the conclu- 


sion that the working capital (to which, for unaccountable reasons, he con- 
fines his formula) amounts to 7 times the earnings per unit of time. 
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of the total capital, but the value of the increment of capital 
during any period.’’ Now, in any case, this would be difficult as, 
if it is not assumed that the old capital is always replaced by goods 
of exactly the same kind so that it can be measured as a physical 
magnitude, it is impossible to see how the increment of capital 
can be determined otherwise than as an increment of the value 
of the total. But, to make the confusion complete, side by side 
with these two definitions of investment as the increment of the 
value of existing capital and the value of the increment, four 
pages after fhe passage just quoted, he defines the “‘ Value of the 
Investment ’’ (should the capital V or the second ‘‘ the ”’ explain 
the different definition?) not as an increment at all but as the 
“‘ value of the aggregate of Real and Loan Capital’ and con- 
trasts it with the increment of investment which he now defines 
as ‘‘the net increase of the items belonging to the various cate- 
gories which make up the aggregate of Real and Loan Capital ss 
while ‘‘ the value of the increment of investment’ is now “ the 
sum of the values of the additional items.”’ 

These obscurities are not a matter of minor importance. It is 
because he has allowed them to arise that Mr. Keynes fails to 
realise the necessity of dealing with the all-important problem of 
changes in the value of existing capital ; and this failure, as we 
have already seen, is the main cause of his unsatisfactory treat- 
ment of profit. It is also partly responsible for the deficiencies 
of his concept of capital. I have tried hard to discover what Mr. 
Keynes means by investment by examining the use he makes of 
it, but allin vain. It might be hoped to geta clearer definition by 
exclusion from the way in which he defines the “ current 
output of consumption goods”’ for, as we shall see later, the 
amount of investment stands in a definite relation to the current 
output of consumers’ goods so that their aggregate cost is equal to 
the total money income of the community. But here the obscurities 
- which obstruct the way are as great as elsewhere. While on page 
135, the cost of production of the current output of consumption 
goods is defined as total earnings minus that part of it which has 
been earned by the production of investment goods (which a few 
pages earlier (p. 130) has been defined as “‘non-available output 
plus the increment of hoards’’), there occurs on page 130 a defini- 
tion of the “‘ output of consumption goods during any period”’ as 
“the flow of available output plus the increment of Working 
Capital which will emerge as available output,” i.e. as including 
part of the as yet non-available output which, in the passage 
quoted before, has been included in investment goods and therefore 
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excluded from the current output of consumption goods. And still 
a few pages earlier (Vol. I, p. 127) a ‘‘ flow of consumers’ goods ”” 
appears as part of the available output, while on the same page 
“ the excess of the flow of increment to unfinished goods in pro- 
cess over the flow of finished goods emerging from the productive 
prices ’’ (which, obviously, includes ‘‘ the increment of Working 
Capital which will emerge as available output ’’ which, in 
the passage quoted before, is part of the output of consumption 
goods) is now classed as non-available output. I am afraid it is 
not altogether my fault if at times I feel altogether helpless in 
this jungle of differing definitions. ~ 


VI 


In the preceding sections we have made the acquaintance of the 
fundamental concepts which Mr. Keynes uses as tools in his 
analysis of the process of the circulation of money. Now we must 
turn to his picture of the process itself. The skeleton of his 
exposition is given in a few pages (Vol. I, pp. 135-40) in a series 
of algebraic equations which, however, are not only very difficult, 
but can only be correctly understood in connection with the whole 
of Book III. In the adjoining diagram, I have made an attempt 
to give a synoptic view of the process as Mr. Keynes depicts it, 
which, I hope, will give an adequate idea of the essential elements 
of his exposition. 5 

E, which stands at the top and again at the bottom of the dia- 
gram, represents (according to the definition which opens Book 
III) the total earnings of the factors of production. These are to 
be considered as identically one and the same thing as (a) the 
community’s money income (which includes all wages in the 
widest sense of the word, the normal remuneration of the entre- 
preneurs, interest on capital, regular monopoly gains, rents and 
the like) and (b) ‘‘ the cost of production.’’ Though the definition 
does not expressly say so, the use Mr. Keynes makes of the 
symbol E clearly shows that that ‘‘ cost of production ’’ refers to 
current output. But here the first difficulty arises. Is it neces- 
sarily true that the E, which was the cost of production of current 
output, is the same thing as the EK which is earned during the 
period when this current output comes on to the market and 
which therefore is available to buy that current output? If we 
take the picture as a crosscut at any moment of time, there can 
be no doubt that the E at the top and the E at the bottom of our 
diagram, i.e. income available for the purchase of output and the 
earnings of the factors of production, will be identical, but that 


ila th a 


i i 


1931 | THE PURE THEORY OF MONEY 283 


DIAGRAMMATIC VERSION OF Mr. KEYNES’ THEORY OF THE 
CIRCULATION OF Monery* 
Community’s earnings 
or money income 


E-S Ne: 


Consumption —————>> Savings Owners of 
goods. Rate of existing capital 
saving 
** Securities:’’ ‘‘ Bank deposits ”’ 


Receipts of Banks 
entrepreneurs’ 
expended on 


Production of ——_—$___—___——> Production of 
consumption goods Rate of investment goods 


(R) new investment (C) 
se eae 
E 


Community’s earnings 
or money income 


6 The formule on which the above diagram is based are as follows : 
R+C=O (quantity of total current output) 
c=Wi (rate of efficiency earnings) ae (rate of earnings per unit of human 

effort —the co-efficient of efficiency) 

Q, (Profit on consumption goods) =(E—S)—(E—I’)=I’—S 
P (Price level of consumption goods) aa al a =W,+ = (x) 
Q, (Profit on investment goods) =I—I’ 
P’ (Price level of investment goods*) -E+te 
Q (Profit on total output) =(E—S) +I—E=I-—S 
II (Price level of total output)=5+45° =W,+ S (2) 


w,t2 


(The numbers in brackets denote Mr. Keynes’ first and second fundamental 
equations respectively.) 

There is a disturbing lack of method in Mr. Keynes’ choice of symbols, 
which makes it particularly difficult to follow his algebra. The reader should 
especially remember that while profits on the production of consumption 
goods, investment goods, and total profits are denoted by C,, Q2, and Q 
respectively, the symbols for the corresponding price-levels are chosen with- 
out any parallelism as P, Pp’, andi. On the other hand, there is a misleading 
parallelism between P and P’ and I and I’, where the dash does not stand for 
a similar relation, but in the former case serves to mark off the price-level 
of investment goods from that of consumption goods, and in the second case 
to distinguish the cost of production of the increment of new investment 
goods (I’) from its value (I). 

* This formula is not given by Mr. Keynes. 


284 ECONOMICA [ AUGUST 


does not prove that the cost of current output need necessarily 
also be the same. Only if the picture were to be considered as 
representing the process in time as a kind of longitudinal section, 
and if then the two E’s at the top and at the bottom (i.e. current 
money income and the remuneration of the factors of production 
which were earned from the production of current output) were 
still equal, would the assumption made by Mr. Keynes be 
actually given. But this could only be true in a stationary state : 
and it is exactly for the analysis of a dynamic society that Mr. 
Keynes constructs his formule. And in a dynamic society that 
assumption does not apply. “ 

But whatever the relations of earnings to the cost of produc- 
tion of current output may be, there can be no doubt that Mr. 
Keynes is right when he emphasises the importance of the fact 
that the flow of the community’s earnings of money income shows 
‘“a twofold division (1) into the parts which have been earned 
by the production of consumption-goods and investment-goods 
respectively and (2) into parts which are expended on consump- 
tion goods and savings respectively ’’ (Vol. I, p. 134) and that 
these two divisions need not be in the same proportion, and that 
any divergence between them will have important consequences. 

Clearly recipients of income must make a choice: they may 
spend on consumption goods or they may refrain from doing so. 
In Mr. Keynes’ terminology the latter operation constitutes sav- 
ing. In so far as they do save in this sense, they have the further 
choice between what one would ordinarily call hoarding and in- 
vesting or, as Mr. Keynes (because he has employed these more 
familiar terms for other concepts) chooses to call it, between 
““ bank-deposits ’’ and “‘ securities.’”’" In so far as the money 
saved is converted into ‘‘loan or real capital,’’ i.e. is lent to entre- 
preneurs or used to buy investment goods, this means a choice 
for what Mr. Keynes calls ‘‘ securities ’’ while when it is held 
as money this means a choice for “‘ bank deposits.’’ This choice, 
however, is not only open to persons saving currently, but also 
to persons who have saved before and are therefore owners of 

7 Vol. I, p. 141. Some readers may find it confusing that Mr. Keynes 
uses ‘ bank deposits ie and “savings deposits ”’ interchangeably in this 
connection without explaining why a few lines after having introduced the 
term ‘‘ bank deposits ”’ in a special technical sense, he substitutes “ savings 
deposits ” for it, But as savings deposits are defined (Vol. I, p. 36) as bank 
deposits ‘‘ held, not for the purpose of making payments, but as means of 
employing savings, i.e. as an investment,” this substitution is quite con- 
sistent with the definition, though it is certainly irritating that the employ- 
ment of savings ‘‘ as an investment ”’ in this sense is to be contrasted with 


their other possible use for ‘ securities’ which again means investment 
but in another, special sense. : 
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the whole block of old capital. But even this is not yet the end. 
There is a third and most important factor which may 
affect the relation between what is currently saved and what 
becomes currently available for the purposes of investment : the 
banks. If the demand of the public for bank deposits increases 
either because the people who save invest only part of the 
amounts saved, or because the owners of old capital want to con- 
vert part of their ‘‘securities’’ into ‘‘ bank deposits,’’ the banks 
may create the additional deposits and use them to buy the 
“securities ’? which the public is less anxious to hold, and 
so make up for the difference between current saving and the 
buying of securities. The banking system may, of course, also 
create deposits to a greater or a lesser extent than would be 
necessary for this purpose and will then itself be one of 
the three factors causing the divergence between savings and 
investment in ‘‘ securities.” 

On the other hand, entrepreneurs will receive money from two 
sources : either from the sale of the output of consumption goods, 
or from the ‘“‘sale’’ of “‘securities’’ (which means investment in the 
ordinary sense), which latter operation may take the form of sell- 
ing investment goods they have produced or raising a loan for the 
purpose of holding old or producing new investment goods. I 
understand—lI am not sure whether Mr. Keynes really intends to 
convey this impression—that the total received from these two 
sources will be equal to the value of new investment, but in this 
case it would be identical with the amount of the ‘‘securities,’”’ and 
there would then be no reason to introduce this latter term. If, 
however, I should be mistaken on that point, the symbol I (which 
stands for the value of new investments) would not belong to the 
place where I have inserted it in the diagram above. 

In regard to this total of money at the disposal of entre- 
preneurs, these have a further and, as must be conceded to Mr. 
Keynes, to a certain extent independent choice: they have to 
decide what part of it shall be used for the current production 
of consumption goods and what part for the production of new 
investment goods. But their choice is by no means an arbitrary 
one; and the way in which changes in the two variables men- 
tioned above and changes in technical knowledge and the relative 
demand for different consumption goods (those which require more 
or less capital for their production) influence the relative attrac- 
tiveness of the two lines is the most important problem of all, a 
problem which can be solved only on the basis of a complete theory 
of capital. And it is just here, though, of course, Mr. Keynes 
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devotes much effort to the discussion of this central problem, 
that the lack of an adequate theoretical basis and the consequent 
obscurities of his concept of ‘‘ investment,’’? which I have noted 
before, make themselves felt. The whole idea that it is possible 
to draw in the way he does a sharp line of distinction between 
the production of investment goods and the current production 
of consumption goods is misleading. The alternative 1s not 
between producing consumption goods or producing investment 
goods, but between producing investment goods which will yield 
consumption goods at a more or less distant date in the future. 
The process of investment does not consist in«producing side by 
side with what is necessary to continue current production of 
consumption goods on the old methods, additional investment 
goods, but rather in producing other machinery, for the same 
purpose but of a greater degree of efficiency, to take the place of 
the inferior machinery, etc., used up in the current production of 
consumption goods. And when the entrepreneurs decide to in- 
crease their investment, this does not necessarily mean that at 
that time more original factors of production than before are 
employed in the production of investment goods, but only that 
the new processes started will have the effect that, because of 
their longer duration, after some time a smaller proportion of the 
output will be ‘‘ available ’’ and a larger “‘ non-available.’? Nor 
does it mean as a matter of cotirse that even that part of the 
total amount spent on the factors of production which is not new 
investment but only reproduction of capital used up in the 
current production of consumption goods, will become available 
after the usual time. 


VII 


But, in addition to all these obscurities which are a consequence 
of the ambiguity of the concept of investment employed by Mr. 
Keynes, and which, of course, disturb all the apparent neatness 
of his mathematical formule, there is a further difficulty intro- 
duced with these formule. In order to provide an explanation 
of the changes in the price-level (or rather price-levels) he needs, 
in addition to his symbols denoting amounts of money or money- 
values, symbols representing the physical quantities of the goods 
on which the money is spent. He therefore chooses his units of 
quantities of goods in such a way that ‘‘a unit of each has the same 
cost of production at the base date’’ and calls O ‘‘the total out- 
put of goods in terms of these units in a unit of time, R the 
volume of liquid Consumption-goods and Services flowing onto 
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the market and purchased by the consumers, and C the net incre- 
ment of investment, in the sense that O=R+C”’ (Vol. I, 
p- 135). Now these sentences, which are all that is said in 
explanation of these important magnitudes, give rise to a good 
deal of doubt. Whatever “‘ cost of production ’’ in the first 
sentence means (I suppose it means money cost, in which case 
R would be identical with E-I’ and C with I’ at the base date), 
the fact that these units are based on a relation existing at an 
arbitrarily-chosen base date makes them absolutely unsuitable 
for the explanation of any dynamic process. ‘There can be no 
doubt that any change of the proportion between what Mr. 
Keynes calls production of consumption goods and what he calls 
production of investment goods will be connected with changes 
of the quantities of the goods of both types which can be pro- 
duced with the expenditure of a given amount of costs. But if, 
as a consequence of such a change, the relative costs of con- 
sumption goods and investment goods change, this means that 
the méasurement in units which are produced at equal cost at 
some base date is a measurement according to an entirely trrele- 
vant criterion. It would be nonsense to consider as equivalent 
a certain number of bottles and an automatic machine for pro- 
ducing bottles because, before the fall in the rate of interest made 
the use of such a machine profitable, it cost as much to produce 
the one as the other. But this is exactly what Mr. Keynes would 
be compelled to do if he only stuck to his definitions. But, 


of course, he does not, as is shown by the fact that he treats re 


as identical with E-I’ and ac as identical with I’ throughout 


periods of change—which would only be the case if his units of 
quantity were neither determined by equality of money cost at 
the base date (money cost without a fixed base would give no 
measure of quantities) nor, indeed, by any cost at the base date 
at all, but by some kind of variable ‘ real cost.” This is prob- 
ably what Mr. Keynes has in mind most of the time, though he 
never says so—but I cannot see how it will help him in the end. 

But not only does the division of O into its component parts 
R and C give rise to such difficulties. The use which is made 
of O alone is also not free from objections. We shall see in a 


moment that é (i.e. the total income divided by the total output) 


forms one of the terms of both his fundamental equations. Mr. 
Keynes calls this the ‘‘ money rate of efficiency earnings of the 
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factors of production,’’ or more shortly the ‘‘ money rate of effi- 
ciency earnings.’’ Now let me remind the reader for a moment 
that E means, as identically one and the same thing, (1) the 
community’s money income, (2) the earnings of the factors of 
production and (3) the cost of production, and that it expressly 
includes interest on capital and therefore in any case interest 
earned on existing capital goods.* I must confess that I am 
absolutely unable to attach any useful meaning to his concept 
of ‘‘ the money rate of efficiency earnings of the factors of pro- 
duction ’’ if capital is to be included among the factors of produc- 
tion and if it is ex hypothesi assumed that the-amount of capital 
and therefore its productivity is changing. If the units in which 
O is measured are in any sense cost units, it is surely clear 
that interest will not stand in the same relation to the cost of 
production of the capital goods as the remuneration of the other 
factors of production to their cost of production? Or does there 
lie at the basis of the concept some attempt to construct a common 
denominator of real cost so as to include ‘‘ abstinence ”’ ? 

Mr. Keynes shows a certain inclination to identify efficiency 
earnings with efficiency wages (as when he speaks about the 
prevailing type of contracts between entrepreneurs and the 
factors of production being that of eficiency-earnings rather than 
effort-earnings—what does efficiency-earnings or even effort- 
earnings mean in regard to capital?—or when he speaks about 
the rate of earnings per unit of human effort (cf. Vol. I, pp. 135, 
153, 166 et seq.), and-in regard to wages the concept of efficiency 
earnings certainly has some sense if it is identified, as it is on 
page 166, with piece wages. But even if we assume that all con- 
tracts with labour were on the basis of piece wages, it would by 
no means follow that so long as existing contracts continue, effi- 
ciency wages would always be = Piece rates relate only to a 
single workman or perhaps a group of workmen and their 
respective immediate output, but never to output as a whole. 
If, at unchanged piece rates for the individual workmen, total 
output rises as a consequence of an improved organisation of the 


total process of production, : may change (because O is 


8 On page 211 (Vol. 1) it is expressly stated in connection with some 
special problem that “in this case interest is simply the money-rate of 
earnings of one of the factors of production,’”’ but as E includes interest 
and the money-rate of efficiency earnings of the factors of production is 
expressed by = this must be true generally and not only in that particular 
context. 
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increased) without any corresponding change in the rate of money 
earnings of the individuals. A type of contract according to which 
the earnings of factors engaged in the higher stages of production 
automatically changed as their contribution to the output of the 
last stage changed not only does not exist, it is inconceivable. 
There is, therefore, no market where the ‘‘money rate of efficiency 
earnings of the factors of production’ is determined, and no 
price or group of prices which would correspond to that concept. 
What it amounts to is, as Mr. Keynes himself states in several 
places (e.g. Vol. I, p. 136), nothing else but the average cost of 
production of some more or less arbitrarily-chosen units of out- 
put (i.e. such units as had ‘‘ equal costs at the base date’) 
which will change with every change of the price of the units 
of the factors of production (including interest) as well as with 
every change in the organisation of production, and therefore 
with every change not only in the average price of the factors 
of production, but also with every change in their relative prices 
—changes which generally lead to a change in the methods of 
production and therefore in the amount of output produced with a 
given amount of factors of production. To call this the “ money 
rate of efficiency earnings of the factors of production ’’ and occa- 
sionally even simply “‘ rate of earnings > can have no other effect 
than to convey the misleading impression that this magnitude 
is determined solely by the existing contracts with the factors of 
production. 


Vill 


Mr. Keynes’ picture of the circulation of money shows three 
points where spontaneous change may be initiated : (1) the rate 
of saving may change, i.e. the division of the total money 
income of the community into the parts which are spent on con- 
sumption goods and saving respectively ; (2) the rate of invest- 
ment may change, i.e. the proportion in which the factors of 
production are, directed by entrepreneurs to the production of 
consumption goods and the production of additional investment 
goods respectively ; (3) banks may pass on to investors more or 
less money than that part of the savings which is not directly 
invested (and that part of the old capital which is withdrawn from 
investment) but converted into bank deposits so that the total 
of money going to entrepreneurs as investment surpasses or falls 
short of total savings. 

If only (1) changes, i.e. if the rate of saving changes without 
any corresponding change in (2) and (3) from the position 
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existing before the change in (1) (which is to be taken as an 
equilibrium position) took place the effect will be that producers 
of consumption goods receive so much more or less for their out- 
put than has been expended on its production as E-S exceeds or 
falls short of E-I’. (E-S)-(E-I’) or I’-S, i.e. the difference 
between savings and the cost of investment, will be equal to the 
profits on the production of consumption goods; and as this 
magnitude is positive or-negative entrepreneurs will be induced 
to expand or curtail output. Provided that (3) remains at the 
equilibrium position, i.e. that banks will pass on to the entre- 
preneurs exactly the amount which is saved and not invested 
directly, the effect on the production of investment goods will be 
exactly the reverse of the effect on the production of consumption 
goods. That is to say (positive or negative) profits made on the 
production of consumption goods will be exactly balanced by 
(negative or positive) profits on the production of investment 
goods. A change in (1) will, therefore, never give rise to total 
profits, but only to partial profits balanced by equal losses, and 
only lead to a shift between the production of consumption goods 
and the production of investment goods which will go on until 
profits on both sides disappear. 

It is easily to be seen that the effect of changes of the type (2) 
will, if not accompanied by changes in either (1) or (3), be of 
exactly the same nature as of changes in (1). Positive profits on 
the one hand and negative profits on the other will soon show 
that the deviation from the equilibrium position existing before 
without a corresponding change in (1) is unprofitable and will 
lead to a re-establishment of the former proportion between the 
production of consumption goods and the production of invest- 
ment goods. 

Only a change in (3) will lead to total profits. (This is also 
shown by the formula for total profits, namely Q=I-S.) Now 
the causes why I may be different from $ are of a very complex 
nature, and are investigated by Mr. Keynes in very great detail. 
We shall have to discuss his analysis of this problem when we 
come to his theory of the bank rate. For present purposes, it 
will, however, be more convenient to take the possibility of such 
a divergence for granted, and only to mention that the fact 
that more (or less) money is being invested than is being saved is 
equivalent to so much money being added to (or withdrawn from) 
industrial circulation, so that the total of profits, or the difference 
between the expenditure and the receipts of the entrepreneurs, 
which is the essential element in the second term of the funda- 
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mental equations, will be equal to the net addition to (or subtrac- 
tion from) the effective circulation. It is here, according to Mr. 
Keynes, that we find the monetary causes working for a change 
in the price-level ; and he considers it the main advantage of his 
fundamental equations that they isolate this factor. 


IX 


The aim of the fundamental equations is to ‘‘ exhibit the 
causal process, by which the price-level is determined, and the 
method of transition from one position of equilibrium to an- 
other ’’ (Vol. I, p. 135). What they say is essentially that the 
purchasing power of money (or the general price-level) will 
deviate from its ‘‘ equilibrium position,”’ i.e. the average cost of 
production of the unit of output, only if I’ or I (if the price-level 
in general and not the purchasing power of money, or the price- 
level of consumption goods is concerned) is different from S. 
This has to be constantly kept in mind lest the reader be misled 
by occasional statements which convey the impression that this 
applies to every change in the price-level, and not only to 
changes relatively to cost of production’ or that the “equilibrium 
position ’’ is in any way definitely determined by the existing 
contracts with the factors of production,’ and not simply the cost 
of production, or what means the same thing, the ‘* money-rate 
of efficiency earnings of the factors of production.” 

The best short explanation of the meaning of the fundamental 
equations I can find is the following (Vol. I, pp. 1 52-3): “* Thus, 
the long period equilibrium norm of the Purchasing Power of 
Money is given by the money-rate of efficiency earnings of the 
Factors of Production; whilst the actual Purchasing Power 
oscillates below or above this equilibrium level according as the 
cost of current investment is running ahead of, or falling behind, 
savings. . . . A principal object of this Treatise is to show that 
we have here the clue to the way in which the fluctuations of the 
price-level actually come to pass, whether they are due to oscilla- 
tions about 4 steady equilibrium or to a transition from one 
equilibrium to another... . Accordingly, therefore, as the 
banking system is allowing the rate of investment to exceed or 

9 Cf. e.g. on page 158 of Vol. I, where Mr. Keynes speaks simply of the 
“ condition for the stability of the purchasing power ”” where he obviously 


does not mean absolute stability but permanent coincidence with the 
‘ equilibrium level.” : 

10 Cf. on page 138 of Vol. I, where it is said that ‘‘ these equations tell 
us that the price of consumption goods is equal to the rate of earnings of 
the factors of production plus the rate of profits per unit of output of con- 


sumption goods.” 
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fall behind the rate of saving, the price-level (assuming that there 
is no spontaneous change in the rate of efficiency-earnings) will 
rise or fall. If, however, the prevailing type of contract between 
the entrepreneurs and the factors of production is in terms of 
effort-earnings W and not in terms of efficiency-earnings W, 
(existing arrangements probably lie as a rule somewhere between 


the two) then it would be ° P, which would tend to rise or fall, 


where, as before, e is the coefficient of efficiency.”’ 

This says quite clearly that not all changes of the price-level 
need to be started by a divergence between I’ (or I) and S, 
but that it is only one particular cause of such changes, i.e. the 
changes in the amount of money in circulation, which is isolated 
by this form of equation. But the peculiar substitution of the 
misleading term ‘‘ the money-rate of efficiency earnings of the 
Factors of Production ’’? for simply money cost of production 
seems at places to mislead Mr. Keynes himself. I cannot see 
any reason whatever why, as indicated in the passage just 
quoted, and elaborated at length in a later section (pp. 166-170), 
so long as the second term is in the equilibrium position, i.e. 
zero, the movement of the price-level should be at all dependent 
upon the prevailing type of contract with the factors of produc- 
tion. So long as the amount of money in circulation, or more 
exactly E, remains unchanged, the fluctuations in the price-level 
would by no means be determined by the existing contracts, 
but exclusively by the amount of factors of production available 
and changes in their efficiency, i.e. by the two factors affecting 
total output. All Mr. Keynes’ reasoning on this point seems 
to be based on the assumption that existing contracts will be 
changed by entrepreneurs only under the inducement (or pres- 
sure) of positive (or negative) profits created by a change in 
the second term. But to me there seems, on the contrary, no 
doubt possible that if a change in the coefficient of efficiency (or 
the amount of the factors of production available) occurs, exist- 
ing contracts will have to be changed unless there is a change in 
the second term. The difference seems to lie in the fact that Mr. 
Keynes believes that it is possible to adapt the amount of money 
in circulation to what is necessary for the maintenance of exist- 
img contracts without upsetting the equilibrium between saving 
and investing. But under the existing monetary organisation, 
where all changes in the quantity of money in circulation are 
brought about by more or less money being lent to entrepreneurs 
than is being saved, any change in the circulation must be accom- 
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panied by a divergence between saving and investing. I cannot 
see why “‘if such spontaneous changes in the rate of earnings 
as tend to occur require a supply of money which is incompatible 
with the ideas of the Currency Authority or with the limitations 
on its powers, then the latter will be compelled, in its endeavour 
to redress the situation, to bring influences to bear which will 
upset the equilibrium of Investment and Saving, and so induce the 
entrepreneurs to modify their offers to the factors of production 
in such a way.as to counteract the spontaneous changes which 
have been occurring in the rates of earnings ’’ (Vol. I, p. 167). 
To me it seems rather that if the currency authority wished to 
adapt the supply of money to the changed requirements, it could 
do so only by upsetting the equilibrium between saving and in- 
vestment. But Mr. Keynes later on expressly allows for such 
increases in the supply of money as correspond to the increase 
of output and regards them as not upsetting the equilibrium. 
But how can the money get into circulation without creating a 
discrepancy between saving and investment? Is there any justi- 
fication for the assumption that under these conditions entre- 
preneurs will borrow more just to go on with current production 
and not use the additional money for new investment? And 
even if they do use it only to finance the increased production, 
does not even this mean new investment in the interval of time 
until the additional products reach the consumer ? 

It seems to me that by not clearly distinguishing between 
stable cost of production per unit of output, stable contracts with 
the factors of production, and stable total cost (i.e. an invariable 
E) Mr. Keynes is led to connect two things which have nothing 
to do with one another: on the one hand the maintenance of a 
price-level which will cover costs of production while contracts 
with the factors of production are more or less rigid, and on the 
other hand the maintenance of an equilibrium between saving 
and investment. But without changes in the quantity of money 
_and therefore without a divergence between I’ and S, not only the 
Purchasing Power of Money, but also the Labour Power of 
Money, and therefore contracts with the factors of production 
would have to change with every change in total output. 

There can, of course, be no doubt that every divergence 
between I or I’ and S is of enormous importance. But that 
importance does not lie in the direction of its influence on the 
fluctuations of the price-level, be it its absolute fluctuations or its 
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fluctuations about an equilibrium position, determined by the 
existing contracts with the factors of production. 

It is true that in this attempt to establish a direct connection 
between a divergence between I and S, or what amounts to the 
same thing, a divergence between the natural and the money rate 
of interest, and the changes in the price-level, Mr. Keynes is 
following the lead of Wicksell. But it is just on this point that 
—as has been shown by Mr. D. H. Robertson*’ among English 
economists, and by the present writer’” on the Continent—Wick- 
sell has claimed too much for his theory. And even if Mr. 
Keynes substitutes for the absolute stability of the price-level 
which Wicksell had in mind, a not clearly defined equilibrium 
price-level, he is still searching for a more definite relation 
between the price-level and the difference between saving and 
investment than can be found. 


xX 


So far we have been mainly concerned with the tools which 
Mr. Keynes has created for the explanation of dynamic processes 
and the trade cycle. It is intended to discuss his actual explana- 
tion, beginning with the theory of the bank rate and including 
the whole of Book IV, in a second part of this article.*® 

There is just one word more I feel I should add at this point. 
It is very likely that in the preceding pages I have quite often 
clothed my comments in the form of a criticism where I should 
simply have asked for further explanation and that I have dwelt 
too much on minor inaccuracies of expression. I hope it will not be 
considered a sign of inadequate appreciation of what is undeniably 
in so many ways a magnificent performance that what I have had 
so far to say was almost exclusively critical. My aim has been 


11 D. H. Robertson, Money, New revised edition, London 1928, p. go. 

12 Geldtheorie und Konjunkturtheorie, Vienna, 1929, pp. 61, 131 et seq. 

13 Considerations of space have compelled the splitting up of this article. 
But there are other reasons which make*me welcome the opportunity of 
delaying the second part of my criticism. As I had to confess at the 
beginning of this article, it is sometimes extremely difficult to find out 
exactly’ what the meaning of Mr. Keynes’ concepts is. On several occasions 
I have had to point out that several conflicting definitions are given for the 
same concept, and on many other points I am by no means certain whether I 
have understood Mr. Keynes correctly. It is very difficult to follow his 
subsequent complicated analysis so long as these ambiguities are not cleared 
up. One has to distinguish at every point the different meanings the exposi- 
tion assumes according as concepts like investment, etc., are interpreted 
according to this or to that of the several possible meanings it is given. 
There have accumulated so many questions of this kind which Mr. Keynes 
could certainly clear up that it is probably wiser to stop for the moment 
in the hope that further elucidations will in the meanwhile provide a firmer 
basis on which discussion may proceed. [Part II of this article will probably 
appear in Economica, November, 1931.—ED. ] 
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throughout to contribute to the understanding of this unusually 
difficult and important book, and I hope that my endeavour in this 
direction will be the best proof of how important I consider it. Itis 
even possible that in the end it will turn out that there exists 
less difference between Mr. Keynes’ views and my own than I 
am at present inclined to assume. The difficulty may be only 
that Mr. Keynes has made it so extraordinarily hard really to 
follow his reasoning. I hope that the reviewer will be excused 
if, in a conscientious attempt to understand it, he may some- 
times have been betrayed into impatience with the countless 
obstacles which the author has put in the way of a full under- 
standing of his ideas. 


VIENNA. 
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James Fitzjames Stephen—Critic of 


Democracy 
By B. Lippincott. 


I 


UNLIKE Thomas Carlyle and Matthew Arnold, Fitzjames Stephen 
as a critic of democracy was not an uncompromising opponent of 
utilitarianism. Instead he was the champion of its earlier prin- 
ciples against the philosophy of its final expression. Reverting 
to Bentham, he set his lance against the John Stuart Mill 
who wrote Liberty, Subjection of Women and Utilitarianism. 
But his antipathy to Mill was not rooted in Bentham. 
Bentham but furnished the weapons for a logical, and in part an 
ethical, assault. His disagreement was based on a far more 
profound difference ; in essence it was what might be called meta- 
physical. Stephen pitted against Mill a view of life that drew 
its strength from such elements as are to be found in Hobbes and 
in Calvin, and from his experience as an Indian administrator. 
The result of his.attack was the most trenchant and elaborate 
criticism of the democratic tendencies of the utilitarian school of 
his day. Hardly less important, in the second place, was his 
criticism of Positivism. ‘Thirdly, he must be reckoned with as a 
critic of English parliamentary government. 

To appreciate Stephen’s position, we may again contrast him 
with Carlyle and Arnold. Different from both, he was not an 
isolated critic, but within a tradition. The principles he ex- 
pounded in his chief political work, Liberty, Equality, Frater- 
mity, establish him with conservatism. In this sense, which is 
the most important, his spiritual father is Burke. And his close 
relatives are those who followed Burke in the great reaction in 
the early part of the nineteenth century; Coleridge and the 
later Wordsworth in England, Eichhorn and Savigny in Ger- 
many, and De Maistre and Bonald in France. 

Stephen initiated in England the second conservative intel- 
lectual reaction. "Though Maine and Lecky were to come after 
him, neither stated the case as forcefully nor as solidly as he. 

1See Leslie Stephen, English Utilitarians, p. 244n. 
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Maine probably exerted more influence, but his criticism was less 
technical. Furthermore, of the three, Stephen gave the most 
self-contained as well as the most complete view of a conservative 
faith. But these qualities, indicative as they may be, fall short 
of placing Stephen with exactness. 

Before attempting to fix his position, let us glimpse how an- 
other has summarised it. Mr. Barker has said that he gave ‘“‘the 
finest exposition of conservative thought in the latter half of the 
nineteenth century.’’* This criticism is scarcely satisfactory. 
It leaves us in the dark on basic questions ; the individual nature 
of his conservatism, and his place in the tradition.* To answer 
these Stephen must be considered in relation to Burke; for it is 
obvious that Burke has set the standard and determined the 
tradition. 

As a preliminary it is necessary to call attention to two distin- 
guishing characteristics of the conservative; his pattern of men- 
tality, and the tenets that form the basis of his thought.* In 
regard to the former, it need only be said that the conservative 
point of view has always been the product of emotion and tem- 
perament rather than reason. In respect of the latter, it is in- 
herent in every conservative that the structure of his creed is built 
upon the acceptance of at least two of three fundamental tenets. 
First and foremost is religious belief; this is usually its corner- 
stone. Second, there is the doctrine of the comparative fixity 
of man’s relation to man and to nature, with the first corollary, 
perhaps its fountain-head, that human nature is a constant. 
Third, there is what may be called the belief in an ‘‘ over-evalu- 
ated,’’ or consecrated past; it takes the form of either one or 
both, but most always both, of two points of view, excessive 
veneration of the past, and fear of change. 

Anyone who is acquainted with conservative thought recognises 
these ingredients. But what critics seem to have overlooked is 


2 Barker, E., Political Thought in England from Herbert Spencer to To- 
BLY AD me L725 ry 

3 gt Seas the passage fails to satisfy the canons of sound criticism. 
First, the adjective “finest ’’ is, in the above position, too subjective. 
It does not tell us how good. Second, the phrase “‘ finest exposition,”’ 
with its implications, is in its particular position vicarious criticism; the 
rendering of a literary judgment where a political one is due. If this 
comment on the manner in which Stephen expounded his thought were 
assigned its proper place, there would be no objection. But to give us an 
esthetic rather than a political criticism in the only part of the study 
where an estimate is attempted, implies impressionist criticism. Such 
criticism tends less to the elucidation of a work than to the exploiting 
of personal reactions which the work evokes. ; 

4 Conservative” in the above discussion is not used in the sense of 


a party appellation. 
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‘ how ”’ these ingredients have combined.* ‘They have not, that 
is, attempted to determine what occurs when any two of the 
tenets, if not all, have combined; or the effect of omitting any 
one; or the result of one predominating; or the result of inter- 
action. If order is to be approached in the tradition, these con- 
siderations must be met. 

In attempting for our purposes an analysis of Burke by the 
foregoing method, it-must be noted that his religious conviction 
forms the very bedrock on which his politics are built. The per- 
vasive effect his religion had upon his ideas, and its influence in 
accentuating his conservatism, has for the most part been either 
pointed out or indicated.* What we wish to note are two implica- 
tions of his religion that not only pertain to him in particular, 
but have an especial bearing upon the tradition. First, his 
religion implied at bottom a consistent attitude, a single point of 
view. Second, it was the reflection of an intense feeling in his 
temperament. And this intense feeling was a constructive force 
that played a major part in making his creed capable of unusual 
influence. Payne hints at it when he refers to the ‘‘ solid bullion 
value which makes it impossible to distil Burke.’’’ It is our 
contention that only under the pressure of an intense feeling 
similar to Burke’s is it possible to attain to such coherence be- 
tween tenets, between ideas, and between ideas and tenets, as he 
did.* That only under such conditions can they be welded into a 
unified body of doctrine with philosophic significance. And when 
this has been accomplished, as in the case of Burke, and as it 
was in the case of men like Aristotle and Aquinas, it gives 
added power to the creed which they advocate. It is a common- 
place of experience that men find it far more convenient and far 
less difficult to subscribe to a system of thought than to un- 
assembled units. The singleness of attitude in a system gives 
guidance and offers direction. | Perhaps more important, it 
brings the satisfaction of definite conviction at a bargain price. 
For the dangerous and exhausting demands of the open mind are 
obviated ; none of the hazards of scepticism are entailed ; none of 
the turmoil precipitated by the ceaseless questioning of first 


5 Mr. J. MacCunn is to a large extent an exception in his study of Burke, 
where he shows the primordial significance of Burke’s religion. Yet he 
does not probe deep enough into the result of this, nor does he give us a 
sufficiently clear synthesis of the relative value of other elements. 

6 Cf. MacCunn, J., The Political Philosophy of Edmund Burke; Waski 
H. J., English Political Thought from Locke to Bentham. ; ; 

7 Payne, EH. J., Burke Select Works (1874), p. xxvi. 

* Our distinction between tenets and ideas is that which may be said 
to exist between foundation and superstructure. 
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principles. The history of Catholicism, of mechanistic interpre- 
tations of the universe, as well as of conservatism, bear witness 
to the satisfaction found in systems. In regard to their formal 
appeal Mr. Aldous Huxley has well said that ‘‘ man’s passion 
for logical coherence is even greater than his love of truth.” 

: To epitomise the standard which Burke has set for our criti- 
cism, we may say that no one has so completely integrated the 
three tenets of conservatism as he did. No one, that is, has com- 
bined all three, or so thoroughly fused any two. Furthermore, 
it appears that the degree of fusion is proportional to the inten- 
sity of the religious emotion. If the expression of this emotion 
is absent, it appears that fusion cannot be as comparatively com- 
plete. In this circumstance the degree of fusion seems to be 
proportional to the strength with which is held a particular philo- 
sophy of history, in its broadest sense. 

By the above standard the exponents of the conservative 
tradition in the second part of the century may, from one angle, 
be ordered as follows: Lecky, standing at the end, which is 
significant, only partially combined but never fused the three 
tenets. Maine is distinguished from Lecky in that he attained 
to a limited fusion, but not equally with Stephen. What 
distinguishes Stephen, then, from Maine and Lecky is the 
religious element; it is the base on which his political thought 
rests. He may therefore be denoted as the purest representative 
of the conservative tradition in England in the nineteenth 
century. It follows then that Stephen is nearest to Burke in 
essentials. 

But, unlike Burke, Stephen united but two of the conservative 
tenets; the religious, and the fixed order concept. Moreover, 
these tenets were of a different nature than Burke’s, were 
differently held, and were modified by intermingling strains of 
thought largely alien to his. To take the first, religion, it was 
impossible for Stephen to subscribe to theism ; in his system 
of thought religion could not claim the position of an absolute. 
Similar to Carlyle, he was essentially a Calvinist ; but for the 
most part rejected redemption and had little use for theology. 
Furthermore, his belief was held conditionally, to be acted 
upon only as probably true. Because of these characteristics, 
and the effect of Benthamite utilitarianism, to which he strongly 
adhered, his religion did not consecrate the past, and was not 
an ultimate prescription against change. It functioned rather 
as an element that unduly favoured the existing order. His 
Puritanism tended, as it must inevitably tend, to the conclusion 
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that morality is the end of human endeavour; and that the 
means of its realisation is through the medium of law. Lastly, 
his Calvinism coloured his view of human nature; he apotheo- 
sized the strong, had no sympathy for the weak, and little but 
contempt for the ignorant. 

The second tenet, the fixed order concept, contains three 
factors. The first deals with his conception of human nature, 
which is after that of Hobbes. It consists, on the one hand, 
in the belief that life is inevitably a conflict. On the other, 
it comprises the belief that the general run of mankind is, has 
been, and always will be, ignorant and indifferent; that no 
small number are mean if not vicious. This prompted Stephen 
to maintain that the most successful way of acting upon men 
is by means of an appeal to fear, which is most always effected 
through the sanction of force. Thus his view of human nature 
led him, not unlike Hobbes, to posit force as the keystone of 
the social arch. The second constant derives from an interpreta- 
tion of history; it is that force never changes in amount, only 
in form. As it shall appear later, this influenced Stephen to 
scout the efficacy of one of the cardinal principles of democratic 
government—that of discussion. ‘The third constant pertains 
to the theory of progress; Stephen denied it, accepting a neutral 
interpretation. This, as well as the foregoing constant, 
constrained him to undervalue change and the possibilities of 
human improvement. 

If Puritanism and a Hobbian view of human nature were two 
of the three leading strains of Stephen’s thought, the third was 
utilitarianism. On the whole its effect was to augment his 
conservatism. By itself and in its interaction with conservative 
elements, it placed a disproporticaate emphasis on sanctions, and 
prevented him from seeing society in scarcely any terms but 
force and utility. 


LS 


The factors that largely determined Stephen’s political ideas 
were his early family training and his experiences at Eton.® 
Born in London in 1829, his father came to exert upon him the 
strongest influence of his life. He impregnated Stephen with 
the Puritan faith of the Evangelical, from which was to develop 
his singular variant of Calvinism. At Eton Stephen formulated 
a view of life that, apart from religion, became the most 


® This and the following analysis is based on Leslie Stephen’s Life of 
James Fitzjames Stephen. 
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important influence in the moulding of his political philosophy. 
Entering the school a strong-willed individualist, he rebelled 
against the accepted type. The price he paid for his non- 
conformity was constant strife. Eton, he says, taught him 
forever “‘ that to be weak is to be wretched, that the state of 
nature is a state of war, and Vae Victis the great law of nature.” 
Thus was implanted the roots of his Hobbian view of human 
nature. 

The next event to leave its impress upon Stephen was the 
French Revolution of 1848. Its effect was to crystallise rather 
than to accentuate his conservatism. Writing in 1867 of his 
feelings towards the revolution, he says, they were then, as 
always, “‘ feelings of fierce, unqualified hatred for the revolution 
and revolutionists; feelings of the most bitter contempt and 
indignation against those who feared them, truckled to them, 
or failed to fight them whensoever they could and as long as 
they could; feelings of zeal against all popular aspirations and 
in favour of all established institutions whatever their various 
defects or harshnesses (which, however, I wish to alter slowly 
and moderately); in a word, the feelings of a scandalised 
policeman towards a mob breaking windows in the cause of 
humanity.” No remark better illustrates both the tenor of 
Stephen’s political thought and its debt to a temperament. 

The influences that gave final shape to Stephen’s ideas were 
Carlyle and, in a still greater degree, India. In passing it 
must be mentioned that Stephen, while studying for the law, 
found a rich response in Bentham. From this time on his philo- 
sophic position was substantially that of Bentham and John 
Stuart Mill (of the Logic and Political Economy); while the 
superstructure of his belief was a modified but hardened 
evangelicism. 

As Stephen advanced in years, he found Carlyle’s denuncia- 
tion of the parliamentary system more and more congenial ; espe- 
cially was this so after his return from India. The prophet 
strengthened his conviction for the necessity of strong govern- 
ment and increased his distrust of the democratic method. Tak- 
ing Maine’s place as legal member of the Viceroy’s commission 
in India in 1869, Stephen was soon convinced that absolutism 
was as legitimate a form of government as any other. He saw 
that the law of force was indisputably the law of life. No less 
did he observe that a bureaucracy has its merits; and, finally, 
that a government unhampered by a legislature and an electorate 
was capable of an efficiency utterly unknown to a democracy. 
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III 


Before turning to Stephen’s criticism, it might be well to sum 
up, under the head of ethics, society, and the state, the charac- 
teristic views that informed it. His ethics were similar to 
Bentham’s, but he superimposed upon the utilitarian system a 
theory of Calvinism. This, he would maintain, was indispens- 
able; for it put morality on a plane with law, providing for a 
final and universal sanction for its enforcement. His view of 
society was at once utilitarian and Hobbian, not unmixed with a 
tincture of Calvinism. Society, he would hold, is an aggregate 
of independent atoms that can only be bourtd together in the last 
resort by force. Because of man’s nature, his pervasive indiffer- 
ence, his tendency to eternal conflict, and the baseness of not a 
few, he must be restrained and compelled in nearly every action 
of his life. Hence with Stephen force tends to identify itself 
with morality. ‘‘ Force,’’ he says, ‘‘is always in the back- 
ground, the invisible bond which corresponds to the moral frame- 
work of society.’’*® Corollaries to these principles are: the 
strong man always rules; the wise minority are the rightful 
masters of the foolish majority ; and society is less a problem of 
social and economic relationships than of intelligence versus 
ignorance. 

In reference to the state, it follows from his Benthanism that 
its sphere of action is as a rule little more than the maintenance of 
the social bond. Under most conditions Stephen believes in ortho- 
dox laissez-faire. ~ But it is important to observe that in theory 
and in special circumstances he would justify state interference 
for moral and religious ends. For with Stephen the state in its 
very essence is the great teacher of the moral law so far as its 
arm can reach. Furthermore, since morality, as he says, de- 
pends on religion, the state should not shrink from exercising 
authority here as well.’ Though he disclaims he advocates a 
State-Church, his doctrines imply it. 


IV 


This brings us to Stephen’s criticism. His gravest objection, 
in general, to Mill’s theories is that they tend to loosen the social 
bond, and therefore to unmoralise society. Mill’s first doctrine, 
liberty, states that there is no warrant for interfering with the 
action of an individual except’ for self-protection. To the prac- 
tical application made of this doctrine Stephen has little objec- 


10 Stephen, Fitzjames, Liberty, Equality, Fraternity, p. 31. 
11 Toid., p. 63. 
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tion. But as a principle claiming ultimate truth, he emphatically 
repudiates it. Not only is it based, he declares, upon an un- 
sound distinction, the distinction between self-regarding acts and 
acts which regard others, but it goes counter to the most signifi- 
cant fact of man’s experience—force. Mill’s doctrine is contra- 
dicted by and violates every system of religion, morals, and 
means for changing government. For all of these are so many 


forms of coercion extending beyond self-protection. Thus 
Stephen insists that ‘‘ force is the essence of life’’’?; that it 
““ permeates and underlies every institution.’’ This is the lead- 


ing principle of his book. 

In support of his doctrine of liberty, says Stephen, Mill 
advances the principle that removal of restraints tends to in- 
vigorate character. On the contrary, the growth of liberty in 
the sense of democracy tends to diminish, not to increase origi- 
nality. Make all men equal so far as laws can make them equal, 
and each unit is rendered hopelessly feeble in the presence of an 
overwhelming majority. ‘‘ To tell them in such a condition to 
be original and independent is like plucking a bird’s feathers in 
order to put it on a level with beasts, and then telling it to fly.” 
Furthermore, Mill believes that invigoration will be accomplished 
by free and equal discussion ; and, security apart, this can sup- 
plant compulsion. But such a belief is confuted by the fact 
that from the most immature up to the most civilised societies 
the lion’s share of the results obtained is due to compulsion. 
Secondly, how can mankind be improved by discussion when in 
favourable cases it is just beginning to be conscious that it is 
ignorant? ‘Thirdly, there will always be in the world an enor- 
mous mass of bad and indifferent people. The only way to act 
on them is by compulsion. The utmost liberty would not in the 
least tend to improve them. 

Positivism, which embodies the most definite expression of 
Mill’s doctrine of liberty, is based upon fallacious psychology. 
It would split life into two spheres, spiritual and temporal, the 
former corresponding to Mill’s province of liberty. Such a dis- 
tinction is impossible; life is one and indivisible, at the same 
time spiritual and temporal.’* Secondly, as a substitute for 
religion, it must remain impotent. Positivists would have 
a priesthood and a spiritual rule; but reject the conditions that 
make this possible, they deny hell. Yet without an appeal to 
the selfish a religion is powerless. ‘‘ Here and there a horse 
may be disposed to go by himself, but you can never drive a 


12 Tbid., p. 108. 13 [bid., p. 115 ff. 
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coach without reins and whip.’’ Positivists will never be any- 
thing more than a Ritualistic Social Science Association. 

In advancing his own view of liberty, Stephen says that liberty 
is a negative term. No general rules can be ascertained about 
it. Liberty is good not as opposed to coercion in general, as Mill 
would have it, but as opposed to coercion in certain cases. These 
are to be ascertained by a Benthamite principle of ‘“‘ expe- 
diency ’’: force is good when the end is good, when the means 
employed are efficient, and when cost of application is not 
excessive. : 

Equality, Mill’s second and most cherished doctrine, is a plea 
for the equality of women. To Stephen it was ‘‘ the most ignoble 
and mischievous of all the popular feelings of the age.’’ He 
denies Mill’s proposition that justice requires that men live in 
society as equals. Justice, he insists, has no meaning outside 
the utilitarian sense of judicial impartiality. Above all it is 
utterly false when applied to the sexes. Woman is not man’s 
equal, in every test of strength she is inferior. To establish 
equality would subvert her welfare. 

Apart from his legal conclusion that equality is merely a word 
of relation, Stephen suggests that the utmost equality is to be 
achieved through the maintenance of marked distinctions. The 
solution which he says would be ideal is that of the Indian caste 
system.** 

Stephen’s most profound disagreement with Mill appears in 
his essay on fraternity. Mill, he says, proposes that utilitarian 
morality with the love of humanity as its final sanction is 
capable of becoming a religion. This can never be. Utilitarian 
morality stops short of self-sacrifice. It leaves morality too 
much to the caprice of individual taste. Its great weakness is 
that it fails to make it a duty to be virtuous. Aside from this, 
its claim as a religion is preposterous. You cannot love a 
shadowy abstraction. 

In his criticism of democracy propér Stephen holds, first, that 
universal suffrage does not secure the rule of the good and wise; 
secondly, that it makes for inefficient administration. The latter 
is his béte noire. ‘The necessary elements for good government, 
he affirms, are some degree of permanence, discretionary autho- 
rity, and continuity. Under the present system these are want- 
ing. The Cabinet system is as ill-conceived an arrangement as 
could be contrived. Each department is a little state with its 
own little king, and the control of the whole is loose and vague 


14 Ibid., p. 252. 
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to the highest possible degree. But the real difficulty why so 
little business can be accomplished, he adds, lies in the system 
of party government which makes every man out of office pick 
holes in the work of every man in office. And every man in 
office considers not what is the best thing to be done, but what is 
most likely to carry in spite of the opposition. 

Stephen admits, however, he sees no substitute for universal 
suffrage. He believes that taxation must be subject to popular 
consent. His attitude toward democracy, as distinct from his 
criticism, may be summed up by his remark that though he 
realises universal suffrage is irresistible, he does not see “‘ why 
as we go with the stream we need sing Hallelujah to the river 
god,.”’ 

The above arguments, however, do not fully represent 
Stephen’s criticism of democracy. In an article written for the 
Nineteenth Century in 1874, entitled ‘‘ Parliamentary Govern- 
ment,’’ Stephen both expands and adds to the foregoing. In 
criticising the party system, he says it prevents men from 
being chosen Members of Parliament on the score of ability. It 
involves great waste of talent ; half the ablest men in the country 
spend the greater part of their lives fighting the other half. 
Furthermore, it induces exaggerated prominence in topics intrin- 
sically unimportant, and establishes an arbitrary connection 
between measures that ought to be considered on their own 
merits. Lastly, it produces instability. 

In regard to the Cabinet, Stephen objects to the extent and 
nature of the principle of responsibility. It makes, he says, for a 
weak executive ; every act and thought of the Cabinet is depen- 
dent on the shifting currents of public and parliamentary opinion. 
A king, he deplores, has been reduced to a cypher. Within the 
Cabinet, he reiterates, there is no unity. But a greater evil still 
is that a Parliamentary head may treat any member of his depart- 
ment as a mere clerk. And it is no small defect that Parlia- 
mentary heads are appointed upon party considerations rather 
than upon grounds of special fitness. Finally, the great evil of 
the administrative system in regard to the management of par- 
ticular affairs is the way in which special knowledge is divorced 
from experience, and authority from responsibility. Stephen 
assails the competency of Parliament to elaborate details of legis- 
lation because it lacks special knowledge. And he inveighs 
against the rules of parliamentary procedure and the uncertainty 
of office as impediments to legislative continuity. 

As a remedy for these shortcomings, he would restore a con- 
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siderable degree of power to the King, but regrets this is impos- 
sible. He would therefore mitigate conditions : first, by arrang- 
ing that non-party questions be handled by an independent de- 
partment, subject only to the general control of Parliament ; 
second, by reforming the Civil Service. The latter would be 
accomplished by appointing the ablest men in the country as 
permanent heads of departments, by conferring honour and 
dignity upon the positions, and raising salaries. Permanent 
heads, says Stephen, ought not to be clerks to Cabinet Ministers, 
but councillors, whose opinion might be over-ruled if necessary, 
but should be recorded so that Parliament and the public should 
know how decisions were taken. Lastly, he would introduce 
more change in the upper ranks of the Service; this would in- 
crease competence through enlarged experience and make the 
men more receptive to new ideas. 


V 


No criticism of Stephen can fail to recognise that his exposure 
of the fallacy in Mill’s principle of liberty is not without merit. 
Yet his criticism is hardly adequate ; it reveals none of the basic 
errors on which the utilitarian philosophy stood, and the greater 
part rests on a theory of force for which there is no validity. 
Stephen’s conception of equality is a misconstruction of both the 
term and its meaning. Equality, apart from the judiciary, has, 
as Karl Marx showed and Matthew Arnold illustrated, no real 
significance save in the economic interpretation. Nor can any 
reasonable theory of equality presuppose identity of conditions, 
which as the root of his conception leads him to recommend as 
an ideal solution a social system that is the very epitome of in- 
equality. His opposition to equality between the sexes is based 
on the argument that brawn gives title to supremacy. This is 
but a variant on his theory of force, which requires no comment. 
But it is impossible to deny that Stephen did well to show impor- 
tant defects in Positivism and in the Religion of Humanity. 

It goes without saying that Stephen’s capital indictment of 
democracy, his thesis of force as opposed to consent, however 
acquiescent and implicit, is a misreading of man’s nature, his- 
tory, and institutions that is without parallel except in men like 
Hobbes and De Maistre. His distorted view of human nature, 
on which this theory is founded, is no less at fault. Likewise is 
it so for his religion, which was described for most men when 
Frederic Harrison termed it ‘‘ Calvinism minus Christianity.”’ 
Politically his religion is deleterious, for it makes for a harsh 
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individualism and involves ultimately a Church-State. In addi- 
tion, he is open to most of the objections that can be lodged 
against the Benthamite utilitarian. 

Stephen’s criticism of democracy as a mechanism shows him 
unaware of the fundamental purpose of the franchise and the 
party system. Nor, apart perhaps from the relationship of 
Cabinet to Civil Service, does he understand the import of the 
principle of responsibility. And though he maintains that Par- 
liament should decide issues of policy, his plea for a stronger 
Cabinet and his desire to restore power to the King imply the 
bureaucrat. Ina word he pre-eminently embodies the traits that 
most often typify the Indian administrator of the nineteenth 
century. No evidence gives him better title than his letters to 
the Times on the Home Rule dispute of 1886. He recommended 
for Ireland the methods of rule employed in India. 

Yet no critic of democracy in the nineteenth century had a 
more penetrative insight into the Civil Service; many of his 
suggestions have since been carried out, and some have still to be 
realised. 


MINNESOTA. 
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Bentham on Legislative Procedure 


By H. R. G. GREAVES. 


I 


BENTHAM was not satisfied with providing for a popular 
assembly. It was not enough that it should have supreme law- 
making power, unshared with a second chamber, nor that it 
should be elected directly and by universal suffrage. Although 
this proposal was made a century before it was carried out, 
Bentham was not content to stop there. He wanted to be sure 
that the assembly would be properly organised inside. With 
this object he made a full study of the procedure of Parliament 
in England and of the provincial parlements in France. He is 
the only theorist on this subject produced by Britain, although 
British practical experience has been the foundation of proce- 
dure in nearly every legislative chamber in the world. Being 
the sole interpreter to other countries, Bentham naturally had 
an immense influence upon them. Others, such as Hatsell in 
Bentham’s time, Sir Erskine May later, and Sir Courtenay 
Ilbert in our own day, may have described the development of 
rules of procedure at Westminster; but no one of these three 
distinguished clerks of the House of Commons undertook a 
theoretical analysis of the needs underlying those rules or the 
advantages resulting from them, or regarded political tactics 
as a science in itself. Bentham did each of these things. 

His study was undertaken for the benefit of the States-General 
summoned at last by Louis XVI. “It was inspired by the pros- 
pect of government by an elected chamber in France. ‘‘A 
political assembly, selected from the whole body of a great 
nation,’’ said Bentham, ‘‘ were about to meet for the first time. 
Everything that concerned them was as yet new to them; every- 
thing was as yet to create. They were in the situation of a 
manufacturer, who, besides the work that was the object of his 
manufacture, should find himself under the necessity of making 
the very tools he was to work with. The presenting these new 
manufacturers with a new set of tools, with a description of 
their uses, tools whose temper had been so well tried, was the 
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object of the present design.’’? A copy of that part of the 
manuscript then ready was sent to Mirabeau, but the committee 
on procedure set up by the National Assembly was too proud 
to consider it. In 1791 Bentham published this fragment. In 
1816 his manuscripts were translated and published by 
Dumont.* Not, however, until his works were published in 
1843 did the full Essay on Political Tactics appear in English. 
But Bentham’s teaching on this subject is not only to be found 
in this admirable essay. His Plan of Parliamentary Reform 
(1817) also throws light on it; and perhaps his best, completest, 
and most inspiring work is in the few pages of the Constitu- 
tional Code that deal with the internal regulation of the 
legislature. 

That the study was necessary at the time is sufficiently 
proved by the failure of the National Assembly in France to 
evolve any sort of corporate spirit or to express it in efficient 
rules of procedure. ‘‘ The National Assembly,’’ wrote Dumont, 
a frequent witness of its debates,*® ‘‘ never had more than an 
irregular and unformed discipline. Its rules were defective in 
a thousand ways. All its committees worked separately on 
subjects which demanded the most perfect co-ordination. It 
never knew how to save itself from surprise and precipitation. 

. The anarchical ascendancy of the galleries and of the 
palace was carefully preserved in order to control the majority 
of the assembly by the will of a faction. . . . Immaturity of 
decision, incoherency of decrees, confused measures, rapidity 
in destroying before there was time to replace—all these were 
among its characteristics.’”* Although the Essay was not 
allowed to affect the history of the National Assembly, it was 
taken more notice of in France and Germany in subsequent 
years than in this country. Indeed, as has been said, many of 
the procedural rules in later formed legislative chambers were 
modelled on British parliamentary method. 

If England was less influenced by Bentham’s work in this 
direction, it was because improvement was there less necessary. 
In fact, much of the Essay’s scheme—especially the rules of 
debate—was merely an analytical description of actual British 
practice. But all of it was not so. Some of Bentham’s pro- 
posals were of importance in the England of his time, and 


1 Essay on Political Tactics (1791), p. tv. ; ; 
2 Tactique des Assemblées Legislatives. Ouvrage extrait des manuscrits 
de M. Jérémie Bentham, Jurisconsulte Anglais. 
3 See Bentham’s Works, II, 362, note. 
_ 4 Preface to the edition of 1816, p. 20. 
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influenced later development. Others—particularly those 
relating to the initiation of legislation—are even of significance 
to-day. 


‘‘ Reform or convulsion : such is the alternative.’’ Bentham 
thus summed up the case for parliamentary reform some fifteen 
years before the Reform Bill finally passed the House of Lords. 
Some do not hesitate to apply the same words, but in a sense 
more definitely linked with questions of internal organisation, 
to the position to-day.* Bentham proved to be largely right in 
his prophecy, for it was only by disorder and the threat of 
revolution that the King and the Lords. were eventually per- 
suaded to pass the Reform Bill. The problems of Parliament 
now may not make convulsion seem the immediate alternative 
to reform, but the need for radical change in parliamentary 
procedure has grown increasingly clear. ‘The recent setting up 
of a committee on procedure is only the latest example of this. 
This demand for reform has become more and more closely 
linked with the demand for devolution or for some type of func- 
tional self-government. We have not yet learned, however, to 
think in terms of the complex institutions which alone can 
meet our present needs. ‘The claim to dethrone a king or a 
corrupt class was easy to understand even in 1789 or 1832 be- 
cause it could be translated into the simple substitute of an 
elected chamber. The claim to dethrone a group of financiers, 
a system of industrial control, or a bureaucratic management, 
can also only be defined and understood in terms of alternative 
methods of government. It is interesting that the remedy 
should seem to lie in something so apparently trivial as the 
procedure of lawmaking; but that is so. The sources of 
government action to-day—particularly in its economic aspect— 
are various and obscure. The board of directors, the trade 
union committee, the groups of financial leaders—all take de- 
cisions which are in effect acts of control or lawmaking for large 
bodies of people. It is for the supervision of industrial, as well 
as ministerial, powers of delegated legislation that special 
legislative committees for functional control are of special signi- 
ficance. Fundamental change at the present time may come, 
indeed, more by adding to or altering the wheels of the law- 
making machinery, than by substituting a new motive force in 
the classical fashion of revolutionaries. To the glory of Ben- 
tham, his suggestions, though made for the benefit of a century 


5 As, for example, Mrs, Sidney Webb in the Political Quarterly, January 
1931. 
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past, are still some of them of vital relevance to this method of 
reform. Bentham on legislative procedure, that is to say, is of 
both historic and practical interest. 


II 


In order to decide how an assembly should go about its work 
Bentham had to answer three broad questions. He must regu- 
late the relations between members and the House. He must 
prepare the rules of debate. He must deal with the initiation 
of laws. 

Bentham insisted tediously on the presence of every member 
at every session of his assembly. But his insistence is to be 
explained by the prevalence of absenteeism in the unreformed 
House of Commons. As a result of it, Hatsell claimed that 
““the control which the independent members of the House 
ought to have over the conduct of the Ministers is entirely 
lost.”’* As late as 1837 it was found that ‘‘ on no less than 
fifteen days out of eighty-five the House has been counted out or 
not formed.’’” ‘The Committee set up in 1744 to advise upon 
the question only succeeded in showing ‘‘ how inadequate every 
measure has been, that has been hitherto proposed, to prevent 
the evil.”’* According to Bentham non-attendance makes pos- 
sible the passing of surprise measures against the real will of 
the assembly. It also encourages a member to avoid voting 
against a bill which he secretly disapproves, out of deference 
to some powerful interest ; it opens the door to corruption. So 
important was this attendance, therefore, in his view, that 
drastic measures should be taken to enforce it. For every day 
of absence a member must be fined by the retention of his 
salary or of a deposit made for the purpose. Bentham’s pro- 
posals, however, proved of small practical value. The remedy, 
in fact, came not from ensuring that there should be no hidden 
doors or devious ways of exit, but from the growth of a power- 
ful public opinion. Bentham’s apparent mistake lay in failing 
to allow for this; but had a public interest failed to develop 
some sort of measure for encouraging attendance might well 
have been needed. His real mistake lay rather in his charac- 
teristic failure to remember that the dragooning of live men 
has a glorious habit of defeating its own purpose. Hatsell was 
right when he said that nothing could correct the evil “ but a 


6 J. Hatsell, Precedents of Proceedings in the House of Commons (1818), 
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sincere desire in the Members themselves to attend to that duty, 
for which they were elected and sent to Parliament,” although 
he failed to show how that desire could be encouraged. But 
Bentham also was right when he urged that so long as mem- 
bers regarded their functions as quite secondary and a mere 
amusement at the best, such a desire was impossible.° 

But ‘‘ non-attendance,’’ Bentham added, ‘‘is not the only 
cause of frustratiom and retardation in the provision for public 
exigencies. Another is the want of a supply for the involun- 
tary deficiency created by death or sickness.’’*® So anxious is 
he to destroy inattendance for corrupt causes that he is even 
ready to allow the member to appoint a substitute—a still worse 
evil. At first sight that would seem to open the way to irre- 
sponsibility on the part of the member. But Bentham was 
careful to explain that every act of the substitute should be 
deemed an act of the member, who would remain entirely re- 
sponsible. One of Bentham’s chief reasons for demanding 
reform was the member’s lack of interest in his parliamentary 
duties, his tendency to consider the functions of his position of 
much less importance than its prestige, and it seems clear that 
such an important failing would have been strengthened by 
leaving him quite free to delegate his obligations to a secretary 
or a lackey. In such circumstances the vital quality of per- 
sonal contact and responsibility would be lost, because the act- 
ing member was neither responsible to the electors nor neces- 
sarily in touch with them. The importance of the personal 
factor in politics was overlooked by Bentham here as elsewhere 
because he was ever anxious to create an exact science imper- 
vious to human variations. His one psychological maxim, the 
dominating power of self-interest, was here inadequate. He was 
unable, therefore, to see the value in a group of men of main- 
taining personal contact between those responsible, in order to 
promote the growth of a corporate spirit. Nothing tends more 
to the growth of such a spirit than the sense of common re- 
sponsibility. Its existence, in fact, in the House of Commons 
is borne out not merely by such corporate sense as any dis- 
cussion of privilege always evoked, but also by the way in 
which party spirit has disappeared in face of certain common 
problems. Throughout the nineteenth century ‘‘ reform of 


procedure was a subject on which the House of Commons felt 
acca Unit 
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But Bentham was inconsistent. He was in agreement with 
Burke’s famous plea for the member’s independence and free 
judgment: ‘‘ you choose a member indeed; but when you have 
chosen him he is not a member of Bristol, but he is a member 
of Parliament.” ‘‘ Paramount to his duty to a part,’ said 
Bentham, ‘‘is, on every occasion, his duty to the whole.’’” 
Yet he was willing to penalise the member for thus disregard- 
ing a local interest and considering himself a guardian of the 
nation as a whole, by making him removable at any time at the 
will of his electors. Here again, had his recommendations been 
applied, they would seriously have impaired that very corpor- 
ate sense which he was trying by his procedural code to secure, 
and which Dumont claimed as one of the chief reasons for the 
survival of the British Parliament.?* 

In his further detailing of suitable reasons for excluding 
members, Bentham made an interesting omission. With the 
one exception of removability by constituents he followed the 
actual practice. The chief causes were crime, and the accept- 
ance of office. He added, however, the ‘‘ acceptance of factitious 
honour or dignity, in any shape, at the hands of any Foreign 
Government.”’** Why did he fail to include the acceptance of 
honour from the home government? He had condemned the 
conferring of honours in justly violent terms.** It was in his 
day and has continued to be an ever-present and all-penetrating 
source of corruption. In the last century more than half the 
peerage has been recruited from the House of Commons, and 
lesser dignities have been conferred widely upon members.’® 
Bentham’s constitution contained no second chamber, and he 
would have been drawing only the obvious—but valuable—con- 
clusion from his own writing had he omitted the word 
‘‘ Foreign ’’ in the above provision. 

About the control of members through a speaker, or presi- 
dent as he prefers to call it, Bentham has the most enlightening 
remarks to make. To one brought up in knowledge of the high 
traditions of impartiality of the Speaker’s office it seems un- 
necessary to explain why he should be impartial. But different 
experiences in other countries have shown the value of such an 
analysis. By no means every parliament follows the practice 
of Westminster, and even there the disinterestedness of the 
Speaker has only been perfected in comparatively recent times. 


12 Works, [X, 160. 13 Op.cit.,1,11. 14 Works, TX,191. 15 IX, 78 et seq. 
16 See my ‘‘ Personal Origins and Interrelations of the Houses of Parlia- 
ment,’? Economica, June 1929, pp. 181-4. 
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At Washington the Speaker is one of the leaders of his party ; 
in Holland and Sweden the president is appointed for each 
session by the Crown.'7 Those are fundamental contradictions 
of the principle on which the office is founded in England. The 
best analysis of that principle and the best presentation of the 
case for it is Bentham’s. ‘The president, according to him, is 
partly a judge and partly an agent. He has to judge in dis- 
putes between menibers, and to apply the rules which the 
assembly upholds. In both functions he is subordinate, and 
subject to appeal to the assembly. His duty is not to try to 
impose his own will, for he is not permitted one, but to dis- 
cover and translate that of the assembly. It is “‘ the duty 
and art of the accoucheur . . . to assist nature, and not to force 
her—to soothe, upon occasion, the pangs of parturition—to 
produce, in the shortest time, the genuine offspring ; but never 
to stifle it, much less to substitute a changeling in its room.’’** 
The president should be chosen freely by the assembly itself. 
“The president ought to be permanent,’’ Bentham explained 
in an unanswerable way, ‘“‘ not only that the embarrassment 
arising from multiplied elections may be avoided, but especi- 
ally for the good of his office. If permanent, he will possess 
more experience, he will know the assembly better, he will be 
more conversant with business, and will feel more interested in 
managing its work. . . . The permanent president, who will 
only lose his office if he discharge it ill, has an additional motive 
for performing all his duties well.’’*® Bentham was surely 
right. It was by just this union of permanency with subordina- 
tion that the tradition of complete disinterestedness was enabled 
to develop. And it was that removal of one member from the 
passions of debate that contributed most of all to the spirit of 
fair-play, the consideration for minorities, and the general 
orderliness of the procedure at Westminster. 


@ 


III 


So much for the regulation of relations between members. 
On the actual conduct of debate, the order and forms of speak- 
ing, moving, amending, and voting, Bentham had much to 
say. Many of the conclusions seem axiomatic to an English 
reader. To discuss them might appear to him, therefore, to 
be profitless. That is probably why it has been so seldom 
done. But, in reality, to explore their foundations may be all 
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the more valuable for being rare. The best way to explore them 
to-day, as it was a century ago, is to read Bentham’s Essay on 
Political Tactics. 

Full publicity was the first condition that Bentham urged. 
He provided for it in the Code,”° and in the Essay” gave it 
chief place. It was already largely applied in England, but not 
so, for example, in Holland. Of the Dutch, those other 
pioneers of democracy, Bentham said ‘‘ they never understood 
the essential connection between liberty and publicity, which 
support one another.’’?? He was right in regarding it as the 
pre-eminent safeguard of healthy growth. It was an essential 
condition of the magnificent development of parliamentary in- 
stitutions in England in the nineteenth century. Why it 
proved to be so in fact is well suggested in Bentham’s powerful 
argument for it. That argument is also interesting at this time 
in that it indicates as most necessary to the survival of demo- 
eracy conditions which show a certain tendency to disappear in 
modern surroundings. 

The main advantages of publicity, according to Bentham, 
are three. It enables the governors to know the wish of the 
governed, and to benefit from dny special information that may 
be possessed by members of the public. As a result of the free 
discussion of proposed laws it is possible to sound the opinion 
of the electorate. Since it is impossible to govern for any 
length of time against the general opinion, the consequence of 
publicity is to make for government by popular consent, and 
for stability. Bentham is a disciple of Locke in his desire for 
rule by consent. Open discussion on alternatives increases the 
confidence of the people in their rulers. That is the second 
advantage. ‘‘’The government is much more assured of the 
general success of a measure, and of the public approbation, 
after it has been discussed by two parties, whilst the whole 
nation has been spectators.” ‘‘ Objections have been refuted— 
false reports confounded.” ‘‘ Calumny will lose its force; it 
collects its venom in the caverns of obscurity, but it is destroyed 
by the light of day.” ‘“‘ Let it be impossible that anything 
should be done which is unknown to the nation—prove to it 
that you neither intend to deceive nor to surprise—you take 
away all the weapons of discontent.”’ In his treatment of 
publicity Bentham accounts strikingly for the fact, still more 
frequently demonstrated since Bentham’s day than it was before, 
that, given distrust, moderate reform from above leads often 
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to violent revolution from below. When government is con- 
ducted secretly, and when, he says, ‘‘ odious imputations 
exist; the explanations which are given of necessity, are con- 
sidered as the acknowledgments of weaknesses. Hence im- 
provement itself produces a shock, when improperly introduced, 
and when it is opposed to the inclinations of the people. The 
history of the Emperor Joseph II would furnish a multitude of 
examples.”’ 

But Bentham’s chief argument for publicity is that it forces 
the members of the assembly to do their duty. ‘That is, pre- 
sumably, to govern in the interests of ‘the greatest number. 
No possible body is a better means of keeping the assembly to 
its duty than the public to which it is answerable and by which 
it is elected. For a lively public opinion there is no substitute 
whatever. But when it is present there is a sure guarantee of 
good government. It keeps each member continuously alive to 
his responsibility, and the better informed it is the keener and 
wiser must he be. It is for this reason that voting in the 
assembly ought to be open and not secret.”* Of the supreme 
importance of public opinion Bentham has much that is admir- 
able to say. ‘‘ The public compose a tribunal which is more 
powerful than all the other tribunals together. An individual 
may pretend to disregard its decrees—to represent them as 
formed of fluctuating and opposite opinions, which destroy one 
another ; but everyone feels, that though this tribunal may err, 
it is incorruptible; that it usually tends to become enlightened ; 
that it unites all the wisdom and all the justice of the nation; 
that it always decides the destiny of public men; and that the 
punishments which it pronounces are inevitable. "Those who 
complain of its judgment only appeal to itself.’’ These argu- 
ments were of the utmost value when Bentham was writing. 
At that time a large proportion of the people were illiterate; 
there were but one or two news-sheets, expensive and scantily 
distributed; communications, though much improved, were 
still bad; and the first railway had yet to be built. In such 
conditions what public opinion there might be was neither 
widely based nor much scattered and divided. ‘To realise its 
potency and emphasise its importance even when only an 
extremely small section of the public had the right to translate 
its opinion into votes, was an indication of deep insight. To-day 
the enfranchised public has multiplied a thousandfold. Public 
opinion means something much less simple than it did to Ben- 
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tham. It is not one but legion. We are aware of its com- 
plexity and of some of the devious ways in which it is formed. 
We know, for instance, that the influence on it of wealth—with 
its instruments, the press, the church, the social hierarchy—is 
overwhelming. In view of this it is not possible to be as sure 
as was Bentham that public opinion is incorruptible, nor that 
it continually tends to become enlightened. | Yet Bentham’s 
analysis at least reminds us how completely we rely upon these 
assumptions for the whole justification of our political system, 
and should they be found to be untrue then that system will 
indeed have lost its firmest foundations, and perhaps with them 
its future. 

There ought, Bentham argues secondly, to be no fixed places 
for members.** Those holding similar views may then sit 
together and concert action. The practice of giving to each 
town or district a fixed seat makes for disputes over precedence. 
He might have added that it encourages parochialism. When 
the assembly is numerous, however, Bentham thinks that for 
reasons of acoustics speeches should be made from a rostrum,”* 
although he is ready to allow a short explanation, answer, or 
question, to be delivered from the body of the hall. He acknow- 
ledges that the British parliament has no tribune, and that “ no 


great inconvenience results from the want.’ In any case, 
wherever members speak from, they are never to be allowed to 
read a written speech. That rule should be most strictly 


observed.”* 

Somewhat on the lines of the House of Commons distinction 
between meeting as the House and as a Committee, Bentham 
claims that a valuable division can be made between strict and 
free debate. The former is more necessary when the assembly 
is large. Then it may be useful to allocate the right to speak 
to certain speakers either by agreement that they are representa- 
tive or by casting lots. With the one exception of the opener of 
the debate, no member should be permitted to reply or speak a 
second time. ‘The free method of debate, however, has tremen- 
dous advantages. ‘‘ In an argument between two persons, the 
discussion is better followed—the reasoning is more connected 
than when many persons are engaged.’’ Each reply tends to 
increase the information received . . . every step taken leads on 
to the conclusion.’’?” ‘There should be liberty of reply because 
“the reply will go at once to the point without losing time in 
set phrases, exordiums, and apologies, as is done by each new 
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orator.’’** There should not, therefore, in free debate be a 
predetermined order of speaking.”® On an important subject 
there should be both types of debate at different stages.*° 

Bentham’s view that there ought to be a time for ending de- 
bate was original. Nothing of the sort was practised in the 
House of Commons until much later. The twelve o’clock rule 
was adopted only about half a century afterwards. It took 
sixty years, the investigations of seven committees on proce- 
dure, and the organised obstruction of the Parnellites to induce 
the House to accept change. Bentham’s proposal, though it is 
suggestive, shows that he by no means foresaw the essentials of 
future development. Obstruction, he thought, would not be 
resorted to because ‘‘ the individual who should speak merely 
to consume time, would do too much injury to himself.’’** To 
do so would demand ‘“‘ a rare degree of impudence.’’ In ordin- 
ary times Bentham was not without reason. The cause of the 
most drastic curtailment of debate, however, has been not ob- 
struction but the enormous increase of legislation, which also 
Bentham failed to envisage. But, given the necessity for some 
sort of limit, the guillotine itself, and still more the closure by 
compartments, is based on the view, as he put it, “‘ that there 
is no other method of securing to each subject a degree of dis- 
cussion proportioned to its importance.”’ 

The form of a Bill or project of law Bentham considered to 
be vital to a good conduct of debate. In dealing elsewhere with 
the initiation of these he had much that was important to pro- 
pose as to the substance and drafting, but he considered that an 
ordered discussion could not be organised except on an ordered 
Bill. It must be printed previously to the debate, as also should 
amendments. ‘This is a means of allowing for reflection and 
obviating the danger of surprise. Its clauses must be num- 
bered, each dealing with a single point, briefly, simply, but 
evericies completely. By this means alone is it possible to 
preserve that unity of debate without which no good results can 
accrue.°? There must always be only one motion before the 
assembly at a time. Voting on it must remove it from further 
discussion. He felt it particularly necessary to urge this be- 
cause French practice seemed to disregard it.*? 

There is much to be said about amendments, which it would 
be tedious to recall, because most of it is by now commonplace. 
The president must put them in the order which seems to him 
most suitable. Bentham gives a detailed classification which he 
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may take as a guide.** A motion to adjourn, he adds, should 
be given priority at any time, for it is a valuable method of 
avoiding precipitation in the decisions of the assembly; it en- 
courages members, as it were, to go into the mountain and 
contemplate. 

It was probably for similar reasons that Bentham was ready 
to accept and approve the well-established English practice of 
giving three readings to a Bill. Ordinarily these would be 
taken on different days, and a considerable time would generally 
separate the first stage from the last. In the interval there was 
an opportunity to reflect; passions and the mere transports of 
eloquence would subside; public opinion could make itself 
known; new light could be shed on the question by experts. 
When we are told, however, that the House of Commons rule 
that readings be taken on different days may be, and has been, 
suspended in emergency so that a project has passed through all 
its stages in both houses in one day, it becomes clear of what 
small effect any sort of procedural rules will be in preventing 
a rash assembly from being rash. But all these considerations 
are expressed by Dumont alone. Bentham’s treatment of this 
subject was only incidental. He never gave it specific discus- 
sion. What is to be found on it in the Essay is the work of 
Dumont,** who, however, here seems to have been giving much 
the views of ‘‘ the master.”’ 

Finally, there are certain other observations drawn from 
British method.** These are of less importance, but nevertheless 
of value. ‘‘ The former were dictated by necessity, these by 
prudence.’’? No member should be allowed to doubt the sincerity 
of another, nor in any way to impugn his motives. Partly this 
is mere courtesy and a proper humility, but it is also demanded 
by expediency. ‘“‘ All who have watched political assemblies 
know that improper expressions are the sources of the most 
tumultuous incidents and of the most obstinate wanderings.” 
In the same way, in order to obviate personalities, it is better to 
refrain from naming a member by his proper name.*”’ By calling 
him ‘‘ the honourable member ”’ “‘ it is as though an abstraction 
were made of the individual that he might be considered only 
in his political character.’ To address the president, instead 
of the assembly, also promotes the purpose of making debate 
objective, because it is then less easy to fall into personalities. 
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The practice is natural because it is the president who must 
judge of the regularity of the speech. Words addressed to him 
will also be ‘‘ more grave and temperate.”’ “An excited 
individual addressing himself to an impartial magistrate, to a 
respected president, will feel the necessity of measuring his 
expressions, and repressing the movements of his indignation 
and wrath.’’ Having dealt with the important subject of per- 
sonalities, Bentham insists—obviously thinking of safeguards 
against a tyrannous executive—that nothing shall be used as 
evidence in debate which is not open to the examination of 
members. 

Of Committees Bentham makes a short but admirable 
analysis.** In a mere three or four hundred words he manages to 
summarise the most important points. If art be ‘‘ what oft was 
thought but ne’er so well expressed ’’ then the jurist here, at 
least, is an artist. ‘‘ The more numerous an assembly is,’’ he 
says, ‘‘ the less is it fitted for certain labours. By dividing itself 
into committees, it multiplies itself. . . . The labour is distri- 
buted—progress is accelerated—a degree of attention may be 
given to all the details of each new project of which a large 
assembly would be incapable.”’ 

Bentham foreshadowed three different developments of the 
committee system in legislation. He showed the value of multi- 
plying the assembly by forming standing committees or bureaux 
for general purposes. ‘Iwo such standing committees were 
formed in the House of Commons in 1882, and stabilised in 
1888.°° - He recommended the setting up of permanent com- 
mittees for certain subjects, such as finance, commerce, econo- 
mics, because ‘‘ there will be in a permanent committee greater 
coherency in their proceedings, more experience and special 
knowledge.”” This is a proposal which has been widely carried 
out abroad—and on the whole with satisfactory results where 
Bentham’s warning has been remembered that the assembly, 
which is to say in modern conditions the majority government, 
should remain master. It has since been repeatedly suggested 
in England, and seems not unlikely eventually to be applied. 
Lastly, Bentham demonstrated the usefulness of occasional 
committees. ‘The members of these, ‘‘ having made the object 
in question their particular study, may be considered as better 
acquainted with it; and... as they are only charged with a 
single operation, may give more application to it.’’ 

More than a hundred years have passed since Bentham wrote. 
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In that time nearly every country in the world has moved 
nearer to universal suffrage. New democratic legislative cham- 
bers have sprung up on every side. So extensive has been the 
experience of making laws by parliamentary discussion and 
vote, that the knowledge of the best methods of procedure in 
debate has spread everywhere. In that development Westmin- 
ster and its major prophet have played an immensely important 
role. But it has meant that rules of procedure have grown 
banal. To-day it is less the State than world society that can 
learn from Bentham’s analysis of political tactics. Many of 
Bentham’s principles might be usefully acted upon in the build- 
ing up of deliberating bodies for international society. His 
remarks on publicity indicate the vital importance of forcing 
the League of Nations organs to meet in public. The advantage 
of having no fixed seats might be remembered in the arrange- 
ments for certain of the larger and more regular international 
- conferences, particularly where representation on them is 
mixed, as in the Labour Conference. In this last, for instance, 
groups might be encouraged to sit together. The value of a 
permanent and independent chairman is often overlooked. If 
speeches delivered at Geneva were less frequently written, that 
also would be an advantage. Debate loses completely its reality 
and force, and much of its fruitfulness, when set speeches are 
made. And committees, on which Bentham laid considerable 
stress and shed much light, are fundamental to the making of 
a world ‘‘ law and order.’’ 


IV 


The process of making law does not consist only in discussion 
and decision. “The law must also be prepared. It is when 
Bentham deals with the initiation of law that his proposals are 
most striking. He considers, first, the drafting of new projects 
and their co-ordination with the existing law. The value of 
carrying on half-finished legislation from one session to another 
seems to him, secondly, to require special implementing. And 
lastly, he has suggestions to make upon the preparation of the 
substance of new law. 

1. Bentham was always the enemy of the confusion, incon- 
sistency and clumsiness of statute law. Like Dickens he saw 
that this and the consequent tediousness of litigation survived 
largely because they increased the fees of lawyers. In Ben- 
tham’s State there was to be no use for the lawyer. So clear 
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would be the law that he would have nothing to do. In the 
“pannomion,’’ or the whole body of law, everything would be 
clearly defined and classified. But since the law must develop 
and change as the result of motions from all sorts of people, 
it could not retain its ordered form or its clarity unless there 
were an official specially charged with its supervision. Ben- 
tham’s ‘‘ Legislation Minister’? was to perform this function. 
Any proposal, before being moved in the House, was to be 
submitted first to the minister who would be most closely con- 
cerned if it became law. The Legislation Minister was then to 
be consulted ‘‘ as to the bearing of the proposed ordinance on 
those already in existence, and thence, as to the form in 
which, on its introduction, the proposed ordinance may most 
conveniently stand expressed.’’*° 

Bentham, it is hardly necessary to say, was thinking of a 
legislative chamber where, as in the House of Commons of 
his own time,*’ the main initiative of new laws came from the 
private member. It was not the government’s duty to have a 
policy for home affairs that should require legislative enactment. 
The government’s task was executive and administrative, but 
by no means to make law. What is particularly striking is that 
Bentham should have foreseen the necessity of government co- 
ordination of the process of making law, as well as of the law 
in its ultimate form, so long before it became the regular 
practice. He insisted that when a Bill was proposed the Minister 
should have ‘‘ to receive it and to attend to it: and so through- 
out its progress until it is either adopted or rejected.’’ If 
Bentham did not give to his recommendations the form taken by 
subsequent practice, he yet saw the need underlying that later 
development. He failed, however, to carry his reasoning far 
enough to show him that when a group of ministers is given 
such powers—or even when the need for the exertion of such 
powers is already present—it will irresistibly seek means of 
gaining control over the whole process. 

The need for reform in the co-ordinating and clarifying of 
law was much more obvious and concrete. It had been recog- 
nised as early as 1551,°" but ‘‘ the copious and ill-expressed 
legislation of the eighteenth century ’’** had added infinitely 
to the confusion. Bentham’s attacks bore early fruit. The 
Record Commission had published the statutes up to the end of 
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Anne’s reign by 1822. But little more had been done when 
Bentham died. ‘‘In the intricate maze of statutes repealed, 
partially repealed, and re-enacted in whole or in part, it was 
sometimes almost impossible to ascertain what the true statute 
law was on any uncertain point.’’“* Not until after the reform 
of Parliament was a more direct move made towards clarifying 
existing law. The first of a series of commissions sat in 1834. 
A number of Statute Law Repealing Acts were passed in the 
"sixties, repealing altogether several thousand obsolete laws. 
And since 1870 comprehensive surveys have been issued. 

As for the drafting of new laws, although there was already 
in 1833 an official who described himself as “ Parliamentary 
Counsel to the Treasury,’’ it is probable, Sir Courtenay Ilbert 
thinks, that “‘ he exaggerated the duties and importance of his 
office,’’ since there is small trace of its activities. In 1837 it 
fell into abeyance, but in the same year an official was appointed 
to draft Bills for the Home Secretary. The chief government 
measures passed through his hands, but as legislation increased 
the other departments developed the habit of drafting Bills inde- 
pendently. This lack of system resulted in the same obvious 
evils. ‘“‘ The cost was great... . There was no security for 
uniformity of language, style, or arrangement, in laws which 
were intended to find their place in a common Statute Book. Nor 
was there any security for uniformity of principle in measures 
for which the government was collectively responsible. 
There was nothing to prevent any Minister from introducing a 
Bill which would impose a heavy charge on the Treasury and 
upset the Chancellor of the Exchequer’s Budget calculations 
for the year.’’** Finally, in 1869, the office of Parliamentary 
Counsel was created or revived as a subordinate part of the 
Treasury, to be responsible for the drafting of all government 
Bills, except those for Scotland and Ireland. 

The practical outcome, therefore, resembles very closely 
Bentham’s recommendation. It differs from the latter in that 
the minister at its head is not a separate Legislation Minister, 
but the Prime Minister, who, however, is chiefly responsible 
for co-ordinating and applying the government’s legislative 
policy. It falls short of Bentham’s scheme in two ways. No 
single official service has been created for supplying information 
for legislative purposes. This has quite recently been suggested, 
however, for England on the lines of the legislative reference 
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bureaux of America.*® And secondly, although “‘ we now have 
reasonably manageable collections of legislation . . . we are still 
far off perfection, and much might be done to reduce the statutes 
to a more systematic form.’’*” Were Bentham alive now, we 
should have elaborate schemes before us for applying that 
recommendation. 

2. Bentham’s parliaments were to be annual. He therefore 
felt it necessary to arrange that legislative measures not com- 
pleted in one session should not thereby be lost. In the British 
system no Bill could then, or can to-day, be carried forward 
from one parliament to the next. If it is ot passed into law 
in one, it must go through all its stages again when it is reintro- 
duced. In 1848 and again in 1869, it is true, a Bill was brought 
forward in the House of Lords to change this, but on both occa- 
sions it was rejected.** To obviate the waste of time and of 
good measures Bentham had an original idea to propose. He 
urged the creation of what he called a Continuation Committee.** 

‘‘ Fach Legislature, antecedently to its outgoing, will elect 
a Committee, the members of which—to the number of from 
seven to twenty-one or more—will, under the name of the Con- 
tinuation Committee, under the direction of the Legislature, 
apply their endeavours, collectively or individually, in the next 
succeeding legislature, to the carrying on of the designs and 
proceedings of the then next preceding Legislature, in an un- 
broken thread.’? Any member of the assembly or the Continua- 
tion Committee might be elected to serve in the next Com- 
mittee. Thus a member might serve for any length of time. 
If, however, he were not re-elected to parliament he would not 
have the right to vote in it, although he would always have the 
power to speak or to propose a motion in it. 

Any value that such a committee might have for the purposes 
for which Bentham intended it has been destroyed for modern 
conditions. The Cabinet now fulfils,its functions. But it has 
present relevance in two other ways. The argument which 
Bentham put forward that it is a method of prolonging the ser- 
vice of specially valuable members of parliament who have not 
been re-elected, or who have not sought re-election, is, perhaps, 
the only valid argument for a second chamber. ‘The strongest 
defence of the House of Loras is that it has contained such ex- 
commoners as Mr. Sidney Webb and Mr. Asquith. A committee 
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of the type Bentham proposed might do the work of a second 
chamber, suggesting revision just as his committee was to sug- 
gest initiation—but always in a subordinate capacity. There 
might even be provision for one or two cabinet ministers to be 
drawn from it, if the prime minister chose. And secondly, it is 
possible that a committee of this sort might be suitable for super- 
vising the issue of Orders in Council during the parliamentary 
vacation. It could exercise the power of veto on such legisla- 
tive acts of ministers as the proclamation of a state of emer- 
gency, subject, of course, to the decision of Parliament, which 
in case of dispute could always be summoned into special ses- 
sion. The need for some such limitation of executive powers is 
suggested by the prevalence of complaint. Its possible value is 
indicated by the success of the similar body created under 
Article 35 of the German Constitution. During sessions the 
need can be met by direct reference to the assembly as a whole 
or to a departmental committee of it. But in the intervals some 
provisional substitute would add greatly to the executive’s sense 
of responsibility. 

3. When he comes to deal with the preparation of the sub- 
stance of new law, Bentham has some equally interesting 
suggestions to make. For any legislative act to have value 
it must be founded on “‘ correspondingly extensive information, 
or say evidence.’”’ ‘‘ What can we reason,’’ he quotes, ‘ but 
from what we know?’’*® ‘* As soon as a law is proposed... 
the information possessed by the different parties in the kingdom 
ought to be collected concerning it.”’** Otherwise an important 
part of the relevant facts may be concealed by the legislators 
for ‘‘ their own particular and sinister purposes,’ and the 
statute be based on substantial falsehood. The House of Com- 
mons has been rightly called the Grand Inquest of the Nation, 
because its duty is to investigate and judge before it enacts the 
result.°? The gaining of the necessary information is exactly 
the same function as the eliciting of evidence by a judge in a 
court of law. For this reason Bentham calls the instrument 
he creates for the purpose a “‘ Legislation Inquiry Judicatory.”’ 
Just the same judicial rules of evidence which he elsewhere 
urged®® ought to be applied to its method of conducting inquiry. 
It should have the same power of compelling attendance, and 
where necessary it might confront the representative of one 
interest with that of another and allow them to contend. The 
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departmental official was one of the most important means both 
of eliciting and of supplying the needed information, and he, 
therefore, would be one of the most valuable witnesses called 
before the inquiry committee of the legislature. 

For Bentham’s ‘‘ Legislation Inquiry Judicatory was to 
be, wherever possible, a committee of the legislative assembly. It 
was to consist of one or more members, and to have as much 
authority as the legislature should determine, according to the 
needs of each particular case. 

While Bentham had the royal commission in mind when he 
made these proposals, he differed from that most valuable system 
of preparing new law in the closeness with which he linked 
the “ Inquiry Judicatory ’’ with the legislature. ‘The peculiar 
significance of this view is emphasised if it be coupled with his 
earlier argument, when dealing with committees of the House, 
that they are ‘‘ absolutely necessary for the collection of docu- 
ments—for engaging in those preparatory researches which 
require that a great number of persons should be heard— 
for the verification of accounts—etc.”’** The Legislation Inquiry 
Judicatory was only one type of these committees. Bentham did 
not lay stress on its permanence in any one form; on the 
contrary, he seems to have thought of it as existing for partic- 
ular and temporary objects. The really significant feature of it, 
however—as of Bentham’s other proposals for committees of the 
legislative assembly—is that it was to call witnesses. It would 
act, therefore, as a strong link between the private member 
of the assembly and the outside world. It would connect him 
with the department because the official was one of the most 
important witnesses ; it would bring him openly into touch with 
the conflicting interests, since they would be called in evidence ; 
above all, he would get in this way that free and impartial 
knowledge of the facts without which his function as a judge 
of the fitness of a proposed legislative: act could not be properly 
or fairly exercised. 

The importance of his having this information is the con- 
sistent underlying doctrine of Bentham on the subject. And 
it is precisely that principle which is being remembered at the 
present time, when congestion of business in the British House 
of Commons has combined with party discipline to remove the 
private member very largely from all opportunity of judging the 
fitness of measures or from adequately discovering the facts on 
which they are based. To bring him into contact, to gain his 
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assistance in what is essentially his function, various schemes 
have been proposed. They all embody one or other of the 
committees suggested by Bentham. As early as 1832 a pamphlet 
was published, which proposed the creation of ten permanent 
committees of the House, of fifty members each, corresponding 
roughly with departments.** Present day needs are more nearly 
met in such a plan as Professor Laski’s®’ for a small committee 
to investigate and to advise each minister, and for the conver- 
sion of the committee stage, when Bills are referred to standing 
committees, into an examination of Bills by specialised com- 
mittees dealing each with one of the main provinces of adminis- 
tration. But as a part of them all is Bentham’s claim for the 
examination of witnesses, especially of officials, experts, and 
functional representatives—for the basing of legislation on facts, 
or on what he called the appropriate information. 


Vv 


In the preparation of law, therefore, still more than in dealing 
with discussion on it, Bentham’s suggestions have value. Some 
of them have been applied, with good results. Others yet appear, 
after a century fraught with change, to indicate valid methods of 
meeting modern difficulties. In his consideration of the rules of 
debate so profound is his analysis that the politician, and still 
more the organiser of the new international deliberating bodies, 
has much to learn from it. And finally, out of Bentham’s study 
of the relations between members and the House there emerges, 
not merely a picture of intense historic interest, but a defence of 
the permanence and impartiality of the Chair, which he would 
not have been the last to-day to urge upon his admired ‘‘ Anglo- 
American United States.’’ It does not seem too much to say, 
then, that the spirit of Jeremy Bentham has presided over a 
century of parliaments, returning at strange moments to strike 
awe into conservative and innovator alike, nor to claim that 
even to-day it walks the corridors of the House of Commons. 


56 A. Symonds, Practical Suggestions for the Internal Reform of the House 


of Commons. f , : 
tr See his Grammar of Politics, pp. 349 et seq., for a discussion of this 


question, into which this is not, however, the place to go. 
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British and American Ambassadors: 
1893-1930 


A Study in Comparative Personnel 


By Date ALLEN HARTMAN. 


WE shall begin our comparative study of the British and American 
ambassadors by dividing them between the two broad classes that 
appear under each of the three general headings applicable to any 
group of human beings, i.e. age, sex, and means of gaining a 
livelihood. If we take forty years as the dividing point for our 
two classes under the first heading, we find that all but two of 
the ambassadors, British and American, in the period 1893 to 
1930, have been forty or more years of age when their first 
appointment as ambassador was received. We discover, in rela- 
tion to our second heading, that the personnel of the two services 
is made up exclusively of men.- And finally, in relation to our 
third basic category, means of gaining a livelihood, we find, 
when we subdivide it into two classes, i.e. (1) those whose income 
directly prior to their first appointment as ambassador came in 
one or more of the forms generally termed salary, rent, interest, 
or dividends, and (2) those who received their means of livelihood 
in the form of wages, that all these ambassadors, both British and 
American, come under the first subheading, and none under the 
second. In the broadest sense, then, that is, in relation to these 
three fundamental categories, the characteristics of the personnel 
of the British and the American services are the same. Both ser- 
vices, in the period with which we are concerned, consist exclu- 
sively of men, and of men who are relatively old when they 
receive their first appointment as ambassador and who come to 
that appointment from the same general stratum of society. 

It is only when we consider categories other than the three 
above, or subheadings in addition to those above, that we begin 
to find differences in the personnel of the services of the two 
countries. For instance, we have said that the ambassadors of 
the two countries are the same in that they are relatively old 
when they receive their first appointment. A closer examina- 
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tion, however, brings out certain minor differences. ‘There is 
a slight difference in relation to the average age at which the 
ambassadors receive the first appointment. his average age is 
approximately fifty-five years for the Americans and fifty-six 
for British. The two services differ in the matter of age in yet 
another respect. For instance, we found that, with two excep- 
tions, none of the ambassadors, British or American, has 
received his first appointment earlier in life than forty years. 
But it should be noted that these two exceptions are Americans, 
one of whom received his first appointment at thirty-four and 
the other at thirty-nine. The oldest age, with again two excep- 
tions, at which any ambassador, British or American, has 
received a first appointment is sixty-nine; and once more the 
two exceptions are Americans, both of whom received the first 
appointment at seventy-one. Here, and as we shall find in rela- 
tion to other characteristics, the British ambassadors form a 
somewhat more homogeneous group than the American 
ambassadors. 

More significant differences between the two services are found 
when we turn to a closer examination of our third broad category 
above. We have already seen that all the ambassadors, British 
and American, come from the same broad social stratum, i.e. 
from those people who receive their income in the form of 
salaries, rents, interest or dividends, or of some combination of 
these, as opposed to those people who depend mainly upon wages. 
In making this classification, we took into consideration the 
vocations these men followed just prior to their first appoint- 
ment as ambassador. When, however, we extend our inquiry 
to include, not only the vocations practised immediately or 
shortly before the first appointment to an ambassadorship, but 
also those listed as having been followed at any time previous 
to the first appointment, we find it necessary to modify only 
slightly our original statement. Only one of our entire list of 
American and British ambassadors indicates any place in his 
career where he followed a vocation that could be classed under 
the head of wage earner or working-man. ‘The exception here, 
as with exceptions cited above in relation to ages, is found among 
the Americans. 

Although the ambassadors of the two countries are, in the 
broadest sense, drawn from the same social stratum, a closer 
examination shows that they come in quite different proportions 
from the various sections of that stratum. ‘Table I below shows 
the vocations followed just previous to the first appointment as 
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ambassador. The total number of ambassadors (excepting a few 
obviously temporary appointments, such as those for coronations 
and other moments of high ceremony) in the period 1893 to 1930 
is fifty-three for the British and eighty-seven for the Americans. 
These two totals, except where otherwise indicated, furnish the 
bases for all averages and percentages in this study. The dis- 
crepancy in the table below between the total number of voca- 
tional indications and the total number of ambassadors is to be 
explained by the fact that in a few instances an individual has 
listed more than one vocation. Two of the headings in the voca- 
tional tables that follow require a brief description. The heading 
Foreign Service includes not only positions in the Diplomatic 
Service, but also those in the Foreign Office and the Consular 
Service for the British, and the parallel services for the Ameri- 
cans. The heading Politics includes all governmental offices 
(both Federal and State, for the Americans) whether filled by 
election or appointment, with the exception of such offices as 
obviously fall under the heading Foreign Service. 


TABLE I 


VOCATIONS INDICATED AS PRACTISED JUST PRIOR TO FIRST 
APPOINTMENT AS AMBASSADOR 


British American 


Foreign Service os 41 23 
Business = 25 
Law I 16 
Politics i. 8 16 
Journalism — 8 
Academic — 2 
Army and Navy —- I 
Unclassified 4 5 


The most striking difference in the services of the two coun- 
tries, as shown by the table above, is that while the Foreign 
Service is indicated by almost 80 per cent. of the British as their 
vocational activity immediately prior to the first appointment 
as ambassador, the corresponding proportion for the United 
States is only slightly more than 25 per cent. In fact, the 
United States service draws a larger proportion of its ambassa- 
dors directly from business than from the Foreign Service, 
while no one among the British indicates business as his vocation 
immediately previous to his first appointment as ambassador.? 

1 The group of twenty-five Americans listed under the heading Business 


in Table I above includes six high officials (presidents or directors) of rail- 


roads, four bankers, five directors or presidents of industrial corporations, 
and two newspaper owners. 
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An examination of the other vocations listed above shows that 
in each case the proportion of the Americans is substantially 
higher than the proportion of the British; e.g. 18 per cent. as 
compared with 2 per cent. in the case of Law, and g per cent. 
as compared with zero in the case of Journalism. The only 
important instance in which the two proportions are about the 
same is in relation to politics, which is indicated by 18 per 
cent. of the Americans and 15 per cent. of the British. 

While more than 90 per cent. of the vocations indicated by the 
British come under two headings, Foreign Service and Politics, 
it is necessary to combine five headings, Foreign Service, Busi- 
ness, Law, Politics, and Journalism, in order to include the same 
proportion of the Americans. In other words, the British ambas- 
sadors in regard to immediately prior career are a far more 
homogeneous group than the American ambassadors. We have 
already noted the same tendency in regard to the age at which 
the first appointment as ambassador is received. 

Returning to the Foreign Service group in the table above, we 
find that 41 of the 53 British as compared with 23 of the 87 
Americans indicated the Foreign Service as a vocation that 
came directly prior to their first appointment as ambassador. 
The corresponding percentages are 77 and 26. 

Although the proportion of American ambassadors drawn 
directly from the Foreign Service is low, the proportion of those 
who have had some experience in the Foreign Service, although 
not necessarily immediately before their first appointment as 
ambassador, is considerably higher. For instance, approxi- 
mately 37 per cent. of the American ambassadors have at some 
time previous to their first appointment as ambassador served as 
envoy extraordinary. The corresponding figure for the British 
is considerably higher, standing at approximately 55 per cent. 
In the case of the Americans, however, the average number of 
years between the first appointment as envoy extraordinary and 
the first appointment as ambassador extraordinary is less than 
four, while the corresponding figure for the British is eight. 

While the data in Table I reveal several sharp differences, 
they at the same time conceal others. We know, for instance, 
nothing more concerning the vocational history of approximately 
a quarter of the Americans and well over three-quarters of the 
British, than the fact that they came to their first ambassador- 
ship directly from some position in the Foreign Service. This 
and certain other limitations of Table I can be overcome by 
including in our classification not only the vocation followed 


232 ECONOMICA [ AUGUST 


directly prior to the first appointment, but also all other voca- 
tions previous to that appointment. 

Table II below offers a classification, not only of the vocations 
from which the ambassadors were directly drawn, but also of the 
vocations followed earlier in life. Since in many instances these 
men indicate more than one vocation, the total number of voca- 
tions indicated exceeds the total number of individuals. 


TABLE II 


VOCATIONS INDICATED AS PRACTISED AT ANY TIME PREVIOUS 
TO THE FIRST APPOINTMENT AS AMBASSADOR 


British American 


Foreign Service vr 40 36 
Business ‘ : — 37 
Law 3 40 
Politics .. 15 39 
Journalism _— Io 
Academic 3 8 
Army and Navy 5 7 
Engineer — I 
Labourer a I 
Unclassified 2 2 

74 181 


In relation to the data of Table II, as in relation to the data 
given previously, the degree of: homogeneity is much higher 
among the British ambassadors than among the Americans. 
This is shown, in the first place, by the fact that all the British 
vocational indications fall within five of the headings in the table 
above, while the Americans require nine headings. In the second 
place, a single heading, Foreign Service, includes approximately 
64 per cent., and two headings, Foreign Service and Politics, 
more than 82 per cent., of the total number of vocational indica- 
tions for the British. For the Americans, however, no heading 
contains more than 22 per cent., and no combination of two head- 
ings contains more than 43 per cent. of*the total number of voca- 
tional indications. 

Not only do the British ambassadors tend to come from a 
smaller number of previous vocations than the American, but 
they also represent as individuals a more restricted vocational 
experience. A cursory inspection of the data in Table II makes 
this apparent. The total number of vocational indications for the 
53 British is 72 (omitting from consideration the data under 
“unclassified ’?). The corresponding figure for the 87 Americans 
is 179. In other words, the average number of vocations for a 
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British ambassador is approximately one-and-one-third, while, 
for an American, the average number is over two. 

It is important to determine the social classes from which the 
ambassadors of the two countries are drawn. Slightly more than 
one-third of the British ambassadors in the period under con- 
sideration are the sons of nobility.2. The remainder, approxi- 
mately two-thirds of the total, are the sons of parents who were 
not of the nobility. I have not found any British ambassadors 
whose parents were of the working class. 

It is difficult to present a classification for the American ambas- 
sador parallel to that above. In the first place, the formal distinc- 
tion between ‘“‘ aristocrat’? and ‘‘ commoner ” does not exist. 
In the second place, while in even the briefest biographical 
accounts of practically all the British ambassadors some indica- 
tion of the social position of the parents is given, for the 
American ambassadors, even in the more elaborate biographical 
accounts, only infrequently is the social position of the parents 
at all clearly indicated. Hence, in dealing with the American 
ambassadors, it must suffice for us to classify them, not accord- 
ing to their parents’ occupation, but according to the occupations 
first adopted by the ambassadors when they were young 
men. Considering the difference in the tempo of social 
stratification in the two countries during the past hundred years, 
we shall not be far wrong in treating the youthful occupations of 
the American ambassadors as roughly socially parallel to 
the paternal occupations of the British ambassadors. On the 
basis of this proposition we find that, with one exception, all of 
the American ambassadors fall within the same class division as 
the bulk of the British ambassadors. Only one American ambas- 
sador indicates himself as having been a working-man. 

We can now say that the British diplomatic service stands 
forth as less democratic than the American, not in the sense 
that the former shows a less equitable proportion of appointments 
in relation to the social distribution of the population generally, 
but merely in the sense that two of the three social classes in 
Britain monopolise the service (one of these to a far greater 
degree in relation to its numerical proportion in the population 
than the other) while in America one of the two classes mono- 


2 Nightingale finds that for the entire British Diplomatic Service (i.e. for 
envoy extraordinary as well as ambassador) in the period 1880-1929, approxi- 
mately 29 per cent. were sons of men holding hereditary titles, as compared 
with 50 per cent. in the period 1857 to 1879, and 63 per cent. in the period 
prior to 1856. Nightingale, R. T., The Personnel of the British Foreign 
Office and Diplomatic Service, 1851-1920. 
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polises the service. This democratic superiority of the Ameri- 
can over the British service is obviously a strictly limited one, 
and is equally obviously a superiority that finds its source, not in 
any difference in the nature of the two services, but in a differ- 
ence in the social organisation of the two countries. 

When we carry our study back to the pre-vocation period in 
the lives of these men, we find that approximately 80 per cent. 
of the Americans indicate having attended college or university, 
as contrasted with 4o per cent. for the British. The number 
listing themselves as graduates of colleges or universities is 
slightly better than 70 per cent. for the Americans and about 27 
per cent. for the British. 

If we give a score of one to each college or university indicated 
as having been attended, we find that the total score for 
America is 79 (representing 34 colleges or universities) and for 
Britain 24 (representing 7 universities). Oxford for the British 
and Harvard for the Americans were the most highly attended 
universities, the former receiving 66 per cent. of the attendance 
scores for the British universities and the latter 26 per cent. for 
the Americans. 

While attendance at a college or university generally implies 
previous attendance at a preparatory school, scarcely 2 per cent. 
of the Americans give the name of the school attended. Forty- 
one per cent. of the British mention attendance at, and give the 
name of, their preparatory schools. There is for Eton 37 per cent. 
of the attendance, for Harrow 17 per cent., for Rugby 10 per 
cent. The remaining 36 per cent. of attendance is divided among 
13 other schools, none of which is indicated by more than two 
men. 

In relation to education we find that the American and British 
ambassadors are similar in that each group shows a tendency 
to be drawn from the same university, Harvard in the case 
of the Americans and Oxford in the case of the British. This 
tendency, however, is much more distinct with the British than 
with the Americans. The main difference between the two 
groups lies in the fact that while more than three-quarters of 
the Americans have attended colleges or universities, fewer than 
half the British indicate such attendance. 

Thus far we have treated our data as purely static. All things, 
however, are subject to change, even the characteristics of the 
personnel in the Diplomatic Service. We wish, therefore, to 
compare the changes that have taken place in the American 
service with those in the British service. We shall approach this 
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problem by dividing the ambassadors of each country into two 
groups, placing in the first group those who received their first 
‘ appointment as ambassador prior to r9or4, and in the second, 
those after 1913. We can then compare the differences between 
the two British groups with the differences shown by the two 
American groups. We must remember, however, that this divi- 
sion reduces the totals upon which our averages and percentages 
are based, and hence reduces their stability. This qualification 
should be kept constantly in mind as the various averages and 
percentages are reviewed. 

In one respect neither of the services has changed, as yet; 
for both remain the monopoly of men. 

In relation to the age at which the first appointment as ambas- 
sador is received, both services have advanced in the same direc- 
tion. The average age for both British and Americans is less 
in the second period (1914-30) than in the first (1893-1913), but, 
as the figures just below show, this change has been greater 
for America than for Britain. 


Average age at which first 
appointment is received British | American 


In first period (1893-1913) 50>, 1/2 50 


In second period (1914-1930)| 55 1/2 54. 2/2 


In the matter of college attendance the change has been simi- 
lar to that above in that both services have moved in the same 
direction (i.e. a decrease in attendance) and different in that the 
change has been greater for the British than for the Americans. 
Since we are dealing here with relatively small totals (particu- 
larly in relation to the British), the reliability of our results 
will be strengthened by giving the percentages for graduation 
as well as for mere attendance. Both sets of percentages show 
the same tendency, i.e. a reduction in the second period, with 
a greater rate of decrease for the British than for the Americans. 

‘There is for both countries a tendency toward attendance at a 
larger number of universities. For example, while approxi- 
mately 45 per cent. of the American ambassadors who attended 
college or university in the earlier period indicated attendance at 
Harvard, Columbia or Yale, this proportion has decreased to 42 
per cent. in the later period ; and similarly with the British, 80 
per cent. in the earlier period having indicated attendance at 
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Percentage of 
ambassadors Percentage 2 
who attended | British |American who British | American 
college or graduated 
university 
during during 
1893-1913 41 80.5 1893-1913 27.6 73.2 
during during 
IQ14-1930 32 70.7 1914-1930 20 69.7 


either Oxford or Cambridge as compared with 77 per cent. in the 
later. This similarity in direction of change should not be 
allowed to blind us to the fact, which has been pointed out above, 
that there is a broad difference in the proportions of the two ser- 
vices in the matter of university attendance; i.e. that while 
approximately 79 per cent. of the Americans indicated college 
or university attendance, only 39 per cent. of the British gave 
a similar indication. 

Table III enables us to compare the changes in the service of 
the two countries in relation to the sources (in terms of vocations 
followed at any time previous to the first appointment as ambassa- 
dor), from which the personnel is drawn. 

In relation ‘to the five vocations that the two services indicate 
in common (Foreign Service, Law, Politics, Academic, and 
Army and Navy), it appears that, with one exception, the 
changes are in the same direction. Both countries show a reduc- 

‘tion in the second period as compared with the first in the pro- 
portion indicating the Foreign Service as being among their 
vocations prior to the first appointment. It should be noted, 
however, that the rate of change here is considerably greater 
for the Americans than for the British; for this means that, 
in spite of the fact that the changes have been in the same direc- 
tion, the two services, in regard to the proportion of the personnel 
drawn from the Foreign Service, are less alike in the later period 
than in the earlier. 

Both countries also show a change in the same direction in 
relation to the headings of Politics, Academic, and Army and 
Navy, in the sense that there is a greater proportion of indica- 
tions in each of these groups in the second period than in the 
first. In relation to Law, however, the two countries show oppo- 
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site tendencies, the change for the British being a decrease and 
for the Americans a substantial increase. 

An inspection of the table just above shows another instance 
of changes in opposite directions. For the British the second 
period shows a greater number of vocational headings than the 
first period, while for the Americans the second period includes 
fewer headings than the first. In other words, the vocational 
basis of the British service (i.e., the number of different voca- 
tions from which the ambassadors are drawn) has become broader, 
while the American vocational basis has become narrower. But 
in spite of this change, the American vocational basis in the 
second period remains broader than the British, for although 
the American basis has been narrowed by the loss of two voca- 
tions (engineer and labourer), it still includes, not only all 
possessed by the British, but also two in addition, Business and 
Journalism. 

We are now prepared to posit, on the basis of the preceding 
analysis, some tentative conclusions as to the personnel of the 
ambassadorial services of Great Britain and the United States. 
In respect of age, sex, and social origin, the personnel of both 
services are essentially the same, nor is there to be noted any 
essential change in either. Both services are composed of rela- 
tively old men, men who on the average receive their first 
appointment in the middle fifties. Neither service includes 
women. In only one instance, and that in the earlier period 
(1893-1913), and among the Americans, have we found an ambas- 
sador who indicated any place in his career where he could be 
called a wage earner or a labourer. And for that matter, in so 
far as the British are concerned (satisfactory data on this point 
are lacking for the Americans), no ambassador appears to have 
come from a working-class family. 

It is only by subdividing the classifications under the three 
categories above or considering other,and, in general, narrower 
categories, that we are able to detect either changes within either 
of the two services or differences between them. 

From this narrower point of view the British ambassadors 
stand forth as a less democratic group than the Americans, for 
the former not only includes aristocrats while the latter does not, 
but what is more, includes a number far in excess of the quanti- 
tative relation in which the ‘‘ aristocrats’? stand to the ‘‘ com- 
moners ’’ in the general population. 

The British service may also be seen as less democratic than 
the American in the sense not only that it draws its personnel 
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from a smaller number of vocations, but also that three-quarters 
of its personnel come from one of this group of vocations, while 
no higher than one-quarter of the American personnel come 
from any one of the nine groups. The second as compared with 
the first periods (1914-30 as compared with 1893-1913) shows for 
the British a more equitable vocational distribution in the sense, 
not only that the number of vocational groups drawn upon is 
increased from four to five, but also that the concentration of 
selection from a single group is less. With the Americans, how- 
ever, there is a tendency, as shown by a comparison of the second 
period with the first, towards a higher concentration of selection 
from a single group (Law, see Table III above) as well as a 
reduction in the number of vocational groups from which the 
ambassadors are drawn. In other words, while the vocational 
basis of the British service widens, and the distribution of selec- 
tion within that basis becomes more equitable, the American 
service shows just the opposite tendencies. In spite of this fact, 
the American service in the second period remains more demo- 
cratic than the British, in that it derives from a wider range of 
vocations and with distinctly less concentration within any one 
of those vocations. 

In two, and in only two, senses then do the American ambassa- 
dors stand forth as a more democratic group than the British ; 
(x) the absence of sons of the “ nobility’? as contrasted with 
“‘ commoners,”’ and (2) the selection of personnel from a wider 
range of vocations and with a more equitable distribution among 
those vocations. 

Viewing the ambassadorship in the light of a profession, or as 
the final stage in a profession, we find a sharp contrast between 
the services of the two countries. We can best see this contrast 
by stepping back to that point at which the trees become in- 
distinct enough to enable us to see the general outline of the 
wood. We then find that the typical British ambassador is a 
man who, after a few years at Eton, entered the Diplomatic 
Service (or, though less frequently, the Foreign Office), became 
an envoy extraordinary in his later forties, served in that capa- 
city from six to ten years, and then received his first ambassador- 
ship. The typical American ambassador, on the other hand, is a 
man who, having graduated from a preparatory school (generally 
a public high school), spent four years at, and graduated from, 
a college, or university, became a lawyer, businessman, or 
politician (frequently two or even all of these, and sometimes 
even practising these vocations simultaneously), and finally 
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received, when in his middle fifties, his first appointment as 
ambassador. In other words, the British ambassadorship repre- 
sents the final stage of a definite career in the Foreign Service, 
while the American ambassadorship is scarcely more than a 
belated episode in the life of a business man, politician, or 
lawyer. 

We shall now step back yet farther, so that we can see not 
only the general outline of the wood but the topography of the 
area in which the wood is situated. Having in this manner sup- 
plied a background against which our two types of ambassadors 
can be viewed, we find that while there is an essential harmony 
between the American ambassador and the background, there is 
something quixotic about the British ambassador in relation to 
the same background. This twentieth-century background is 
primarily one of finance and industry, with finance supplying 
the dominant colour. Our typical American ambassador, as 
we see him now, is a business man, the director of a large in- 
dustry or financial institution, or a man who has served as an 
agent of such a business man or has accustomed himself to view 
the world through lenses in many ways similar to those of a 
business man, i.e. a lawyer, generally a corporation attorney, or 
a politician who until recently has been a lawyer. Our typical 
British ambassador, who now appears as the member rather of a 
caste (the aristocracy and landed gentry) than of a profession, 
has become an ambassador without having had direct experience 
in finance or industry. One feels that he was more comfortable, 
more in his proper element, at some European court before the 
war or, still better, before the end of the last century, than he 
is in most South American, or even, since the war, in most Euro- 
pean, capitals to-day. 

In a trading, as opposed to a financial, era, that is, in the nine- 
teenth century as opposed to the twentieth century,* the British 
type of ambassador was probably as well adapted, perhaps even 
better adapted, to the demands made upon him by those whom 
he directly represented than was the American type. ‘‘ Dignity 
and correctness ’? was in the main what was demanded of the 
nineteenth-century ambassador. And dignity and correctness 


4 Mr. Hobson, writing at the opening of the twentieth century, indicated 
the significant difference between the two eras by stating that the financial 
era (which he calls the ‘‘ new Imperialism ’’) “‘ differs from the old, first in 
substituting for the ambition of a single growing empire the theory and 
practice of competing empires, each motivated by similar lusts of political 
aggrandisement and commercial gain; secondly, in the dominance of finan- 
cial or investment over mercantile interests.’”” MHobson, J. A., Imperialism 
(1902), Pp. 324. 
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was precisely what the British type of ambassador was best 
suited to supply as the result of his nurture and, if you please, 
of his nature; of his nature as the son of an aristocrat or of one 
of the landed gentry, of his nurture as the result of thirty to 
forty years in the Diplomatic Service, not to mention a few 
early years at Eton. 

But the twentieth century, a financial or investing (i.e. im- 
perialist) rather than a mercantile or trading era, demands quali- 
ties other than those of, perhaps even incompatible with, ‘ dig- 
nity and correctness.’”’ And it would appear that the qualities 
demanded by the new era are better supplied by the American 
than the British type of ambassador. We should not presume to 
make this final comparison, since it is outside the immediate 
scope of our data, were it not for two facts: (1) the fact that, 
although outside our immediate data, this comparison is clearly 
enough implied in that data, and (2) the fact that quite recently 
a former British ambassador has deemed it proper to place in an 
official publication a statement of at least one side of the 
comparison: ‘‘. .. there is a general impression that with 
some brilliant exceptions our diplomatic representation is chosen 
rather with a view for dignity and correctness than to achieve 
economic development.... In our relations with South 
America, definite advantage is to be gained from the declaration 
and pursuit of a mutual and reciprocal economic policy free from 
political admixture. This would involve diplomatic representa- 
tion designed specially and mainly for the attainment of economic 
aims.’’* 


5 The Report of the British Economic Mission to Argentina, Brazil, and 
Uruguay. (1930.) The Chairman of the Mission was Viscount d’Abernon, 
formerly British Ambassador at Berlin. 
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The New Survey of London Life and Labour. Vol. I. Forty 
Years of Change. P.S. King. Pp. 438. 17s. 6d. 


London Life and Labour, which was published in the nineties 
by Charles Booth, and a number of collaborators, is one of those 
rare works which have given a new basis to the study of the 
social conditions of our time.? It provided a kind of social 
census, it was an exact inventory of the conditions under which 
the poorer population of London existed; but in addition to a 
mere quantitative survey or a social-economic classification it 
included a sympathetic description of the individual groups into 
which Booth divided the working-class population. I know of 
no other work of descriptive social literature which has, with 
such precision and yet with such warmth of feeling, examined 
district by district, street by street, house by house, the largest 
section of the community, whose labour is the foundation of 
society itself. It is true that Booth had access to material which 
would not have been procurable to such a full extent, for 
example, in Germany ; namely, the information provided by the 
School Board visitors, each of whom had known his little district 
for years, had: been in constant touch with every family contain- 
ing children of compulsory school age (both before the children 
had reached that age and for some time after they had left 
school), and each of whom was fully cognisant of the family 
circumstances. On the basis of this information it was possible 
to make a social-economic map of the:East End and to attempt, 
not merely to divide the working classes into separate sections 
(eight in all), but to determine the constitution of each group. 
The different street-blocks were classified in the same way : and 
finally, the purely quantitative survey of the above facts was 
completed by a description of the various subdivisions: here 
Booth had gained the necessary personal experience by staying 

1 The following review has been translated by Mr. W. C, R. Hicks. 

2 The editors of this new publication rightly point out in their preface 
that the author of this well-known work, Charles Booth, has since become 
a legendary figure; for Charles Booth the shipbuilder, economist and Privy 


Councillor is astonishingly often confused with the founder of the 
Salvation Army. 
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for long periods with families of different social rank who lived 
in the area under investigation. 

The difference between the English and the German attitude 
towards the social problem is particularly clearly revealed in 
this work : in England we find distinguished individuals, caring 
little for theory, directing their enthusiasm to practical attempts 
at tackling the disquieting phenomena of capitalist industry by 
means of prompt action in particular cases, and arousing by their 
example the reforming zeal of others. What an impression is 
made upon the Continental observer when, for example, he sees 
the simple memorial tablet erected to the memory of Arnold 
Toynbee in the settlement founded by him! In Germany people 
do not believe in the power of individual effort. The important 
entrepreneur who has any social feeling usually connects his 
welfare activities with a personal interest which arouses the 
distrust of his workers. Thus it is upon the State that falls 
the onus of all reforming movements of any importance. Private 
initiative is left with the function of making suggestions and of 
drawing the attention of the public to the more immediate objects 
of social and administrative legislation. This fundamental 
attitude may also be due to the feeling that in face of the 
tremendous variety and extent of social phenomena the strength 
of the individual breaks down. ‘The English method has this 
advantage, that the social problem is grasped in a more personal, 
more human manner; and for this, too, we might adduce 
historical and economic reasons. 

Thus the plan and the design of Booth’s work are of the kind 
which in Germany would only be taken in hand by the State or 
by important corporations. There, however, such investigations 
are necessarily of a statistical nature. Booth’s imposing work 
was statistical, too. But it was bolder than is the wont of official 
publications, and provided a kind of transition from Statistics to 
descriptive Sociology, or to what may be called ‘‘ Sociography.”’ 
The result was a happy blend of objectivity and personal insight, 
noticeably lacking in philosophic outlook, and sustained by 
simple human feeling and common sense. In England there 
are, perhaps, fewer impressive documents of working-class life 
than in Germany, but we in Germany lack on the other hand a 
comprehensive social survey of this kind, in which a whole 
wealth of concrete fact is collected, analysed, worked up and 
displayed in such a way, that simply by carrying on the work 
thus begun it will be possible to draw most vital conclusions on 
the problem of social progress. 
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Booth, as we know, divided the social classes which interested 
him into eight subdivisions, thus indicating the stratification of 
the whole of the population with which he was concerned. The 
new edition reproduces this plan in Appendix I (p. 404). Booth 
distinguished between four groups, for the highest of which, 
including people in receipt of small but regular incomes, he still 
kept the name “‘ poor.’”? The maximum income, for the purpose 
of this section, was taken as 18 to 20 shillings a week. Thirty- 
five per cent. of the population examined belong to these four 
groups. The fifth group (E), ‘‘ regular standard earnings— 
above the line of poverty,’’ comprises 42% per cent; and the 
sixth (F), ‘‘ higher class labour,’’ 13.6 per cent. The remainder, 
about 9 per cent. (G and H), consist of ‘‘ lower middle class ”’ 
and ‘‘ upper middle class,’’ G including ‘‘ shopkeepers and 
small employees, clerks, etc.,’’? and H all above class G, defined 
by Booth as ‘‘ the servant keeping class,’? about which no 
reports are issued by the School Board visitors. Each of these 
classes is further subdivided by Booth and arranged according 
to occupation ; and we are also shown to what extent the children 
of each class succeed in rising to other professions and classes. 
In all, then, a very varied and complicated picture. It will be 
the task of the New Survey to sketch in later volumes an 
analogous picture of the London of to-day, and with them to 
give for the first time an exact idea of the real changes which 
have taken place among the population of London during the 
last forty years; a task both difficult and profitable, and one 
which will extend far beyond the mere tabulation of average- 
wage movements. Indeed, we may say that an attempt is being 
made to bring out with the help of statistics such changes as have 
occurred in the social structure of Greater London. 

Even in this first volume of the New Survey a provisional 
result is formulated, although only in the form of a hypothesis ; 
if the incomes of all classes (as defined by Booth) have increased 
so much as the average wage-increases here established would 
lead us to suppose, namely by 35 per cent. of real value (purchas- 
ing value), then the ‘‘ pauper ’’ class must have decreased from 
30 per cent. of the population investigated by Booth to eight per 
cent. Only a detailed investigation will show if this is the case, 
although certain symptoms already point to it; the authors have 
rightly postponed any definite assertion. But even if the extent 
of poverty in Booth’s sense (real income of 18 to 21 shillings a 
week at that time, about 4o shillings at the present time) has 
decreased to-day, it is not yet certain to what extent changes in 
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general outlook and social sensitiveness have shifted the 
boundary separating “* poverty ’’ from the standard of living 
hitherto associated with it. For there can be no doubt that at 
the end of the nineteenth century what would now in many 
respects be considered as poverty (e.g. in matters of housing and 
clothing), was felt to be the appropriate condition of a member 
of the working classes. No doubt this aspect will be taken into 
consideration on a closer analysis and after a comparison of the 
respective periods, however difficult it may be to attain absolute 
accuracy. 

In this first volume the limits are indicated within which the 
detailed investigation will be carried out. Data are given 
dealing with the whole condition of life among the people of 
London, and the economic boundaries are delineated within 
which the bulk of the people moves, as compared with forty 
years ago. A study of this comprehensive comparison, the 
results of which are briefly summarised below, again clearly 
reveals one of the differences between English and Continental, 
particularly German, development. A few years ago, when I 
was preparing to visit London for the first time, a Baedeker of 
the year 1890 fell into my hands. To my surprise I saw that 
this old Baedeker would even to-day be quite a good guide, not 
only to the Museums and Parks, but also to the business 
quarters, the fashionable districts, etc. On the other hand, an 
1890 Baedeker for Berlin would only be of value as a curiosity, 
since even the business centres have moved, and new centres of 
business, social and artistic life have sprung up, where forty 
years ago clerk and shopkeeper were still able to drink their 
Sunday afternoon coffee in the woods. London offers the picture 
of an old city which had finished growing by 1891, and which 
since that time has scarcely increased its population within its 
old boundaries. The rapid growth which has been typical of 
Berlin during the last decades took place in London between 
1851 and 1891. In that period the population of what was to be 
the County of London grew from 2% to nearly 4% millions: 
whereas the increase between 1891 and 1928 was a mere 240,000. 
(As compared with rgo1 this is even a decrease of over 60,000.) 
The population of London is thus becoming more and more 
stable and free from migratory movements. In 1891, of every 
1,000 inhabitants of the County of London, 633 had been born 
in London; in 1921 the figure was 707. And in spite of views 
widely held to the contrary, it is precisely the poorest section of 
the population which is native to London itself : in 1891 in the 
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seven poorest boroughs, 254 of every 1,000 inhabitants came from 
other parts of the country ; in 1921 the number had sunk to 122. 
Here arises a pauper population, entirely self-contained, and 
recruited from within its own ranks. This population of 
Londoners in the midst of London, socially divided from other 
classes of society, although linked up with them to some extent 
by intermediate classes, is static in its wretched condition; it 
never migrates, because every change of place costs money ; it is 
restless, but with the restlessness which urges men to wander, 
not to the four continents, but merely from one street to another. 
In just the same way Fraulein Naumann once wrote of the 
miners in the Ruhr area before the war, who went from mine 
to mine, driven by a vague longing for change in the unbearable 
monotony of their life, and who found nothing but a fresh 
variety of the same grey existence. It is the life of these stable 
masses of the population of to-day which we shall find described 
in the later volumes of the New Survey, and which we shall then 
be able to compare with the outlines provided by the earlier work 
of Charles Booth. 

The population of Greater London, too—i.e. London and 
the surrounding area within a radius of 15 miles from Charing 
Cross—increased only by 33 per cent. between 1891 and 1921 
whereas that of England and Wales as a whole increased by 31 
per cent. That means that the population of Greater London 
was already relatively stationary in comparison with the total 
population of the country. The period of turbulent growth was 
by then already over, in spite of the rapid development of the 
suburbs. So far as the county of London is concerned, that 
must imply that a large number of houses are old, in bad condi- 
tion, half-dilapidated—as can be proved by any visit to the East 
End; although even outside the real working-class quarters of 
the old districts, the housing question has not yet been 
adequately solved. Comparisons with Paris and Greater Vienna, 
the ancient capitals of the Continent, are forced upon us. ‘This 
shifting of social conditions is statistically as difficult to assess 
as it would be to estimate the increased burden imposed by long 
distances (for the average Londoner has experienced the 
increased necessity of utilising means of transport in order to go 
to and from his work), by the consequent shortening of leisure 
hours, etc. All these factors are important elements of any 
standard of living, and they affect the basis of comparison 
between two periods just as much as differences in consumption 
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(e.g. the decreased consumption of alcohol, the increased 
consumption of tobacco—pp. 94-97). 

We are thus compelled to fall back upon such data as can be 
objectively assessed, as providing the surest basis on which to 
form an opinion. Naturally, the period here investigated is 
anything but “‘ normal.’? Jt contains the war years and the 
post-war boom, and the severe crisis of 1920, which in England 
developed later on into a time of continued “ structural ”’ 
unemployment. None the less, London may be considered as an 
economic area, the conditions of which have remained relatively 
stable. ‘That is particularly evident from the fact that during 
the last few years unemployment has been hardly worse than 
before the war (p. 340 and especially the tables on p. 354 et seéq.). 
The total average unemployment in London from July 1913 to 
July 1914 amounted to 7.3 per cent.; and the same average is 
found in the year 1919 for the insured male population of 
London. On the other hand, unemployment in Great Britain as 
a whole had risen from 3.8 per cent (1913-1914) to 12 per cent. 
of insured male workers. As an industrial area employing much 
casual labour, London had therefore a relatively high rate of 
unemployment before the war, but since the most heavily 
stricken industries (mining, shipbuilding, textile industries) 
have their centres in the provinces, the present average for the 
whole country is not reached in London. The importance of 
this fact is obvious, even for political development (in contrast, 
for instance, with Berlin).* 

Naturally the war cut very deeply into the life of London; 
during this period hour-wages as well as day-wages, working 
hours and above all prices have undergone extraordinary 
changes. Here we can do no more than summarise again the 
final results of this economic revolution. All the fluctuations 
occur between 1914 and 1920. This investigation leads to the 
conclusion (cp. the graphical representation on p. 139) that real 
wages rose somewhat from 1890-95, then sank again—apart from 


3 Thus, apart from those unemployed who are supported by special 
welfare sources (Krisenfiirsorge), and apart from those dependent upon the 
local authorities after the expiry of their claims upon the State, in Berlin 
the number of those in receipt of full unemployment benefit amounted at 
the end of 1929 to 37.2 of every 1,000 inhabitants, as against an average 
outside Berlin of 31.7 in towns of more than 100,000 inhabitants, and 26.9 

er 1,000 in towns of more than 50,000 and less than 100,000 inhabitants. 
The only large towns showing higher figures than Berlin were Stettin 43.4, 
Liibeck 42.2, and Kiel 40.4 (all three maritime shipbuilding towns) ; also 
th go, and Chemnitz, with 41.5—Breslau being especially affected 


lau, wi ; 
age of Upper Silesia, and Chemnitz as being the centre of the 


textile and machine industries. 
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quite inconsiderable upward movements—until 1919, during the 
war even below the 1890 level, and that not until after 1919 did 
any considerable rise in real wages occur. Nominal money 
wages are reduced to real wages by applying the index of the 
cost of living. Wage movements differ among skilled and 
unskilled workers. After 1886 the former obtained an increase 
as from 92 to 108, the latter as from 81 to 121; an average as 
from 88 to 113. Since 1894, the year, that is, from which wages 
begin to sink once more, the skilled workers’ wages rise again 
until 1928 by 8 per cent., the unskilled by 21 per cent., an 
average for all trades of 13 per cent. (p. 123). At the same time 
the average daily working hours were reduced by about one hour. 

Only by comparison with such a remote date as 1886 does the 
year 1928 reveal an average increase in real wages of as much as 
30 per cent., inasmuch as money wages have risen as from 100 to 
233, and the cost of living as from 100 to 179 (cp. for this the care- 
fully compiled index on pp. 84-110). It is, of course, impossible to 
determine to what extent certain kinds of expense have increased 
for the general mass of the London population, expenses which 
formerly were not so generally necessary (e.g. for travelling to 
and from work, p. 99). But even in the absence of some such 
estimate it remains open to everyone to judge for himself 
whether a 30 per cent. increase of real income during 42 years of 
most rapid technical development represents an adequate increase 
in the general income, especially if the low level of the year 1886 
be taken as starting-point. 

It will be the task of later investigations, the authors tell us, 
(p. 131), to determine how far genuine poverty has decreased in 
London, how far this increase in real income ‘‘ has altered for 
the better, what Charles Booth called ‘ the numerical relation 
which poverty, misery and depravity bear to regular earnings 
and comparative comfort,’’’ and finally, how far increased 
leisure ‘“‘ has resulted in a fuller and less narrow and stunted 
existence for the poorer members of the community.” 

In this introductory volume the attempt is made to deal from 
various aspects with the changes that have occurred in the 
standard and conditions of living among the poor population of 
London: special sections are devoted to the questions of rents 
and overcrowding (now on the wane), of building activity, 
especially since the war. In this last connection it becomes clear 
(pp. 159-60) that in London as in Germany the majority of the 
houses for workers were built with public funds or with public 
financial support ; in the area of Greater London accommodation 
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was provided from 1922-28 for 810,000 persons, i.e. for more 
than twice the estimated increase of population for the same 
period ; it is true that building had been almost suspended during 
the war. Other sections deal with the extension of means of 
transport, the state of the national health, education, public 
institutions for health and recreation, parks and open spaces, 
etc., unemployment and the treatment of it, London trades and 
industries, charitable institutions, crime in Greater London. 
All the sections of the book are the work of the best authorities ; 
but they are only intended, we repeat, as a preparation for the 
detailed description which, with the data furnished by Charles 
Booth, is sure to give us a vivid record of this great community. 
Precisely because it is not a huge modern city like New York or 
Berlin with which we have to do, London being the oldest great 
city in the world, we shall find in this survey features at once 
conservative and revolutionary. We shall eagerly await the later 
volumes of the Survey, which will complete the first 
““ sociography ”’ of a great capital, enabling us to look back a 
long way over the road which other great cities may have to 
follow in their turn. EK. LEDERER. 
Heidelberg. 


Joint-Stock Banking in Germany, a Study of the German Credit 
Banks before and after the War. PP. Barrerr WHALE. 
London : Macmillan and Co. 1930. Pp. vit+369. Price 16s. 


In this book the author lays stress upon the pre-war situation, 
the description of which is based on a thorough knowledge of 
the rich monographical literature and on statistics,’ especially 
of balance sheets, as far as they are accessible. Ina very clever 
way he has been able to combine the description of the origin and 
of the historical development of the German banking business 
with a systematic analysis of the activity of ‘‘ credit banks.”’ 
In spite of numerous historical and several systematic German 
studies, we do not possess any work which would serve as an 
introduction into the German banking business as this one does. 
We have to appreciate the original and sound judgment of the 
author; for instance, in answering the question why the mark 


1 Out of the statistical material which is used in this book only the pre- 
war figures on the German capital investments abroad are doubtful. It 
seems to me that Mr. Whale has not seen the inquiries which the Reichs- 
meviment has made for this period. Incidentally I do not believe either 
that, in view of the experience of the wartime, estimates on the English 
investments abroad before the war should be based on the figures of C. K. 
Hobson. 
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bill of exchange was, before the war, even in Germany’s foreign 
trade, not as much used as the pound bill, he disagrees with the 
opinion—formerly predominant in England and even repre- 
sented by so sincere an observer as the Economist—that 
Germany’s monetary standard was not a true and real gold 
standard, because gold would flow from Berlin only with the 
greatest difficulty. (Moreover, this opinion is reduced to 
absurdity by the statistical fact showing that Germany’s gold 
funds accrued at a rate relatively slower than that of England 
or France.) The true reason for the predominance of the 
pound bill of change was, as Mr. Whale emphasises, much more 
due to the cheapness of the London acceptance. In the same 
way Mr. Whale keeps his own opinion in certain arguments 
which were commonplaces in Germany; for instance, in the 
much discussed question, whether the right of the bank to 
execute a customer’s order by completing the deal itself has 
been instrumental in reducing the business activity of the credit 
banks at the stock exchange, and in influencing partially the 
fluctuations at the stock market, he rightly indicates that such 
an influence is excluded by the law of demand and supply, at 
least in so far as those shares are concerned for which the 
so-called ‘‘ single-price system ’’ is quoted. 

The description of the wartime and of the inflation period 
shows the same independent spirit and sound judgment. ‘The 
period after the stabilisation of the mark has been relatively 
briefly dealt with in the last chapter. Mr. Whale describes 
primarily the basic changes of the banking organisation and 
those developments of the business activity which may be 
recognised by the balance sheets. Reading this part of the book, 
I cannot help feeling that an observer who lived for a considerable 
length of time in Germany and had the possibility of getting 
acquainted with important personalities of high finance, should, 
in some respects, know better about the difficulties of the 
German banking situation which arose from the fundamental 
changes in the structure of Germany’s economic system. (The 
same objection holds true, however, against the best German 
analysis of this subject, in Somary’s Bankpolitik, and against 
the report of the German Enquete Commission on ‘‘ Bank- 
kredit ’? which has been published recently.) 

For an understanding of the singular situation of the German 
banking business it will be necessary to compare this situation 
with the economic basis from which it originated a generation 
ago. ‘Those foundations have disappeared, and we have to fear 


1931 | BOOK REVIEWS 351 


that they will be lacking in the near future. The financing of 
industry by ‘‘ credit banks’? is based on the existence of a 
market capable of absorbing new securities, because first the 
liquidation of frozen credits has to be accomplished in due time 
and, second, the risk of that business has to be balanced by the 
profits made by the casual issues of securities. To-day, the 
market for new securities ‘no longer exists, and the 
question arises whether the public—even supposing a better sav- 
ing power than is now to be found—will ever again use industrial 
shares as an instrument of capital investment, ‘The business 
of accepting import drafts, the other basis of the German 
credit banks, has broken down in the same way, funds being 
too low and the money rates of interest too high. In 
this part of the banking business the German banks operate now 
as agents for foreign creditors. The case is aggravated by the 
fundamental changes in the resources of the bank by which they 
have been forced into a totally different position as far as the 
liquid resources are concerned. The foreign loans which, 
contrary to internal deposits, cannot be considered as steady 
sources of capital supply, are playing a most important rdle. The 
cash balances of the German firms in industry and trade have been 
diminished to a minimum and any amount of money available 
will be utilised within as short a time as possible. All these 
facts taken together, the German banks’ capacity of credit has 
been reduced and tightened in an extraordinary manner. ‘The 
future will show whether the new economic situation will bring 
about a fundamental change in the traditional banking system. 
Kiel. Hans NEISSER. 
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THE marked increase of publications by Indian authors on 
economic topics is obvious even in England, where we see only 
a part of the total output. Incidentally it may be regretted that 
a better system has not been devised of assuring that we receive 
in England the most important contributions. The six volumes 
to be shortly reviewed here form, perhaps, merely an adven- 
titious selection, but illustrate several characteristics common 
to a large proportion of such publications. 

In the first place Indian writers show a striking preference 
for applied or descriptive economics, and it is seldom that— 
apart from quite elementary textbooks—an Indian chooses a 
mainly theoretical subject. Secondly, there has recently been a 
definite and very welcome change in the attitude of writers on 
economic subjects. Formerly, the political approach was, un- 
fortunately, prevalent, but to-day even highly controversial ques- 
tions are usually considered in a scientific and impartial spirit. 
Thirdly one may, I think, note a great interest in financial 
questions, as well as (especially in the case of books whose circu- 
lation tends to be confined to India) in careful and detailed local 
surveys. From this I conclude that the necessity for the realistic 
treatment of India’s most pressing economic problems, and for 
solid spadework in the economic sphere, is much more fully 
realised to-day than formerly—a very happy augury for the 
future. 

All of the six volumes to be here considered fall mainly within 
the sphere of descriptive or applied economics, and no less than 
four deal with financial topics. All the writers, with one excep- 
tion, have approached their subjects in a scientific spirit. I 
except Mr. Gandhi not so much on the score of partiality (his 
views, indeed, are in many respects more balanced than certain 
former writers on the same subject) as because he has contented 
himself with compiling (from statistical and well-known second- 
ary sources) a short summary ofthe history and present 
position of the Indian Cotton Mill Industry, without attempting 
to throw new light on the subject by either fresh argument or a 
novel analysis or interpretation of facts. 

Mr. Dubey has written an extremely lucid and commendably 
concise account of the development and present position of the 
Indian Public Debt, and of the borrowing policy of the Govern- 
ment of India, illustrating his explanations by means of a series 
of useful and illuminating tables. It is not always realised how 
small is India’s deadweight, or non-productive debt, which in 
1916 had fallen to only Rs. 3 crores. ‘The war, and particularly 
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India’s war gifts to Britain, brought up the total to Rs. 176 crores 
in 1930 (the highest point reached being Rs. 261 crores in 1922), 
but even so the burden of deadweight debt is very much less 
than that of most other comparable countries. ‘‘ No important 
country in the world,’’ says Mr. Dubey, ‘‘can boast of a 
stronger financial position as regards its public debt and the 
corresponding assets.’’ However great some of India’s financial 
problems may be, here, at least, is a strong compensatory factor, 
and one to which more publicity should certainly be given. 

Of particular interest is Mr. Dubey’s analysis of the relative 
advantages of the London and Indian money markets from the 
point of view of Government loans. Although in the past the 
common assumption that the London market is relatively cheap 
has usually been justified, Mr. Dubey shows conclusively that 
this is no longer the case, and that there is a very strong basis for 
the dissatisfaction expressed in India at the recent loan policy 
of the Government of India. 

Mr. Dubey’s attitude towards Sir Basil Blackett’s Sinking 
Fund, introduced in 1925, is interesting, and contrasts with that 
of Mr. Chand (The Essentials of Federal Finance). Mr. Dubey 
first shows that the annual allotment needed was based on a 
wrong (and unnecessarily high) calculation. He then advocates 
even more drastic redemption, by means of the establishment of 
a cumulative sinking fund, whilst Mr. Chand considers the 
scheme over-ambitious, and thinks that debt redemption at the 
present moment is both unnecessary and undesirable. Mr. Rau 
(Present-Day Banking in India) apparently entirely overlooks 
the existence of the Fund, and states that ‘‘ no provision has 
been made for the creation of a Sinking Fund ”’ (p. 347). 

Mr. Dubey lays special emphasis on the need for measures 
calculated to develop the Indian Money Market, for a Central 
Reserve Bank, and for an Indian Board of National Investment. 
The urgency of these needs is stressed by Mr. Rau also, and 
Mr. Chand joins in the demand for a Board of National Invest- 
ment. 

One or two quite minor errors may be noted in Mr. Dubey’s 
book, such as the title to the table on page 13, which should 
read: ‘‘ The Government of India’s Debt,’’ not ‘‘ The Indian 
Public Debt,’ and the misspelling of ‘‘ de Koch,’’ but on the 
whole the book is remarkably free from such blemishes. 

Mr. Niyogi (The Evolution of the Indian Income Tax) has 
produced a scholarly work, based on a thorough knowledge of 
the income-tax systems of other countries besides India. He 
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traces the history of the Indian income-tax from its tentative 
inception in the form of a licence-tax on trades and professions 
in 1860, up to the present day; analyses and criticises in detail 
the present system ; and devotes two special chapters to the ques- 
tions of double taxation and the taxation of agricultural incomes, 
respectively. 

The author emphasises the ‘‘ swift, sudden and extensive ” 
reform of the Indian income-tax during and since the war, and 
shows that it now forms an essential, and the only “‘ progres- 
sive,’ element in the Indian system of taxation. It accounted 
for 1m per cent. of the total revenue in 1921-2, as compared 
with 38.11 per cent. in Britain at about the same date. The rest 
of the Indian revenue depends upon sources which—apart from 
the commercial services—are regressive in character. Mr. Niyogi 
concludes that the income-tax (which he proposes should be 
supplemented by a graded scale of death duties) should, and is 
likely to, become in the future a still more powerful investment 
of revenue, and that it is desirable that agricultural incomes 
should be made liable. 

Mr. Chand (The Essentials of Federal Finance) has attempted 
the impossible task of combining a contribution to the immediate 
problem of the future financial relations between the Central 
Government, the Provincial Governments, and the Indian States, 
with a detailed historical and analytical account of the financial 
development and position of British India, and of the financial 
policy pursued in that country. Although he professes to 
approach the subject from the point of view of the practical 
reformer, and to suggest an immediately applicable policy, his 
conclusions and proposals can hardly be termed realistic. He 
seems to ignore the fact that even an ‘‘ one hundred per cent. 
Indian ’? Government will probably be under the necessity of 
governing with the consent of the governed, and goes so far as to 
advocate the doubling of the Salt Duty and the reimposition of 
the Cotton Excise, to say nothing of the imposition of excises 
on most articles of common consumption. In fact his ideal seems 
to be to tax everyone and everything, oblivious of the axiom that 
it is not things but people who pay taxes. Much as one may 
sympathise with the desire to find new sources of revenue, and 
with his maxim that “ beneficial public expenditure is the best 
form of national investment ”’ in India, it hardly seems likely 
that his suggestions will find favour with any considerable 
section, much less with the majority, of the Indian people. 

Nevertheless Mr. Chand approaches his subject in a broad- 
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minded manner, and many of his ideas are suggestive, so long 
as one does not look for practical guidance in the immediate future. 
FB or instance he writes persuasively of the need to consider the 
division of functions, but not necessarily of resources, between 
the Central and the Provincial Governments. He favours a 
graduated tax on the capital value of land, rather than the 
extension of the income-tax to agricultural incomes (although 
he also favours a very steeply graded income-tax), but he con- 
cludes that “‘in India we have to look more to a change in the 
incidence of the benefits of expenditure than to changes in the 
incidence of taxation for mitigating the regressive character of 
the latter.’’ 

Mr. Chand’s unusual approach to the practical financial prob- 
lems with which he is concerned cannot be better illustrated than 
by a quotation from his concluding words: ‘‘ We started with 
the metaphysics of the differences which do not divide, and we 
have finished with the metaphysics of the measures of control 
which will lead to unconditioned freedom. ... The discerning 
reader will, it is hoped, see the connection between the scheme 
of federal finance suggested in this book, and its meta- 
physics... .” 

In addition it may be mentioned that there is no bibliography, 
the print is much too small, the paragraphs uncomfortably long, 
and that the tables might have been summarised with advantage. 

It is impossible in the short space at my disposal to deal 
except very cursorily with Mr. Rau’s lengthy description and 
history of banking in India, but as this is the third edition of 
Present-Day Banking in India, a few comments will perhaps 
suffice. The fact that a third edition has been called for, and 
that an Urdu translation is being prepared, testify to the value 
of the book. ‘The volume is a companion to the author’s Ele- 
mentary Banking for Beginners, deals in great detail with the 
whole subject, and includes many suggestions for the improve- 
ment of India’s banking system and practice. 

Nevertheless it seems a pity that the author did not utilise the 
opportunity presented by the issue of a new edition to correct 
certain mistakes, bring the book thoroughly up to date, and to 
condense his arguments and summarise his conclusions more 
clearly. For instance, in many cases his figures have not been 
brought up to date, it is untrue that the export of wheat is 
increasing (p. 382), he makes a curious error about the English 
National Savings Certificates (p. 340), he entirely ignores Sir 
Basil Blackett’s Sinking Fund, it is inaccurate to state that the 
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Government of India is the “‘ sole landlord”? (p. 608), and he 
omits from the bibliography on indigenous banking Mr. Jain’s 
important contribution to that subject. He also deals very 
inadequately with the Co-operative Credit Movement, as he 
ignores the light thrown by various recent inquiries on the 
difficulties encountered and the precarious position of many 
societies. This leads him to assume that Government control 
and guidance could safely be relaxed in the future, a question 
on which the weight of evidence is strongly against him. 

Mr. Ranadive maintains in his Population Problem of India 
that there is not only overpopulation in India, but also ‘‘ a grow- 
ing maladjustment between population and food-supply.’”’ He 
supports his thesis first by discussing Malthus’ theory of popula- 
tion, secondly by an account of the checks to population in India 
in both ancient and modern times, and thirdly by an analysis 
of the facts with regard to the standard of life and the food 
supply in India. The latter analysis leads him to conclude that 
the pressure of population is increasing, that the likelihood of 
relief from industrialisation is remote, and hence that birth 
control is the only remedy. 

Unfortunately Mr. Ranadive’s review of the actual facts is 
superficial and in some cases seriously out of date. For instance, 
in dealing with famines in India, he seeks to establish their 
increasing severity and concludes that the people of low economic 
status are gradually increasing, without referring to experience 
during this century. In reality the situation has entirely changed 
since 1900. His interpretation of the history of epidemics is 
also unsound ; the argument that India’s marriage system is not 
a cause of the high birth-rate in India, because the birth-rate 
fluctuates in accordance with scarcity and plenty, is obviously 
illogical. His analysis of the factors affecting the food-supply 
is also very unsatisfactory, as he ignores many important facts, 
such as the tendency towards a decline in the export of foodstuffs 
(especially wheat), the spread of improved types and varieties 
of crops, and the good, though as yet limited, results of the 
Co-operative Movement. These defects and inaccuracies are un- 
fortunate, as it is important that the fundamental nature of the 
population problem in India should be more widely realised. 

Reference has already been made to the scope and method of 
Mr. Gandhi’s book on The Indian Cotton Textile Industry. 
Here it need only be added that it is useful to have a short 
summary in handy form of the history and present position of 
India’s premier large-scale industry, but that it is a pity that 
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the author has kept so closely to the well-worn road followed 
by previous writers, and that he has not dealt more fully with 
present-day problems, such as the causes of successful Japanese 
competition, the conditions and cost of labour, and the internal 
organisation of the industry. On the latter topic, in particular, 
one would have expected that more light could have been thrown 
by one who has acted as secretary to a number of Indian 
Chambers of Commerce. 
VERA ANSTEY. 


Problems of the Japanese Exchange, 1914-26. By JUNNOSUKE 
Inouye. English version by E. H. pk Bunsen. London: 
Macmillan. 1930. 8vo. pp. xxii+263. tos. 6d. 


Mr. Inouye has been President of the Yokohama Specie Bank 
and Governor of the Bank of Japan, and is now, not for the first 
time, Imperial Minister of Finance. His book consists of five 
lectures delivered at the Imperial University, and shows the 
difficulties which Japan has encountered since 1914 as a result 
of violent reversals in her balance of payment. The translation 
by Mr. E. H. de Bunsen is lucid, the exposition itself clear 
and not too technical for the general reader. 

Before the war Japan’s trade balance showed a chronic ten- 
dency to an’ excess of imports, but during the war her exports 
of munitions and stores gave her a favourable balance. As 
she could not bring the greater part of this home, owing to the 
embargoes on gold and the preoccupation of European and 
American manufacturers with war production, large balances 
accumulated abroad, particularly dollar funds in the U.S.A. 
These belonged to Japanese Exchange Banks who sold them to 
the Japanese Government and the Bank of Japan, taking yen 
notes in Japan, and putting these into circulation there in the 
course of financing exports. This constituted inflation and 
raised prices. The demand for yen exchange exceeding the 
supply created by trade and finance, dollar exchange went to a 
discount in yen, and the Government’s and Banks’ holdings in 
the U.S.A. depreciated. 

Failure to adopt the obvious remedy of lending these wasting 
credits abroad to any large extent led to a transfer deadlock, 
which was only broken by the sudden cessation of hostilities, 
and in the post-war boom the balances began to melt away. That 
boom broke first in Japan, and in the subsequent depression 
came the earthquake, making necessary a new flood of imports 
which forced Japan still farther from the gold standard. 
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Mr. Inouye’s thesis seems to be that his country has a 
chronic tendency to import in excess, and that the remedy is to 
develop the mercantile marine still further and thus increase 
invisible exports. He deprecates attempts to fix exchange far 
from the market price by government action, and is able to 
show the failure of such attempts. He also advocates the re- 
moval of the gold embargo (achieved since the lectures were 
given), as restoring an automatic regulator, or at least indica- 
tor, and the development of the somewhat primitive organisation 
of the money market in Japan. 


W. J. HINTON. 


The Principles of Educational Policy. By NicHoias A. Hans, 
Ph De xP./S,-King.- 7602002 Pp, xiv tics Priceibe 


This little book is marked with a rather high price, but it is 
better worth the money than many a much more pretentious 
volume. As Professor Dover Wilson points out in a kindly 
introduction, Dr. Hans possesses unusually good qualifications 
for the study of comparative education. Having been born in 
Alsace, bred in Russia and (one gathers) entrusted with the post 
of Director of Education in Odessa during the Kerensky régime, 
he has enjoyed rare opportunities of observing the forms in 
which the universal problems of education emerge out of the 
widely varying historical, political and racial conditions that 
obtain in different communities ; moreover he has, as a practical 
administrator in an extraordinarily interesting time and place, 
acquired the sense of reality that comes only to those who have 
been called upon to implement their theoretical solutions of social 
problems. His book evidences the reaction to all this experience 
of a well-informed, impartial and philosophically tempered 
mind. Its chief value to the English reader consists, indeed, in 
the unusually wide range of facts upon which the author draws, 
and the understanding of their significance which he has, so to 
speak, acquired upon the spot. This remark applies particularly, 
as Professor Wilson observes, to his ability to illuminate the 
world of Russian educational thought and practice, which is so 
little understood in this country and which it is yet so important 
that we should understand. 

Dr. Hans’ pages are crowded with facts derived from a multi- 
tude of sources. These are well-chosen, are presented very 
readably, and are clearly arranged. A reader whose knowledge 
is confined mainly to the English educational system would find 
the facts interesting and illuminating merely as information. 
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But Dr. Hans’ purpose is always to collect from educational 
institutions and practice the principles which are expressed in 
them ; and considering the smallness of the scale upon which he 
has worked, one must admit that in doing this he has achieved 
a surprising degree of success. He does not claim to be 
unbiased in his discussion of educational policy; he assumes 
that equality of opportunity is the proper aim of State legisla- 
tion, and that in this fundamental principle ‘‘ we have a touch- 
stone by which to judge any practical measure.’ From the 
point of view thus indicated the author proceeds to survey the 
main groups of problems that confront any national administra- 
tion of education : problems concerning the respective rights and 
duties of the State, the Church and the family ; the distribution 
of responsibilities and initiative between central and local 
authorities ; the treatment of national minorities ; the organisa- 
tion of the school system in relation to the needs of the com- 
munity and varieties of talent among children of different social 
classes; the training of teachers; school curricula and equip- 
ment; the functions of universities and their relation to State 
authority ; the provision of finance for educational purposes ; and 
(lastly) the bearing upon educational policy of the more recent 
developments in international relations. 

This catalogue of subjects will indicate that Dr. Hans keeps 
his readers constantly engaged with topics of first-rate import- 
ance. It would be too much to expect perpetual novelty in his 
discussions of them, but the wide range of his comparisons and 
contrasts always gives some freshness to his arguments. 
Generally speaking, his judgments are plainly consistent with 
one another and with his fundamental principle; for he has the 
logical mind of a Continental, and in spite of his admiration for 
Anglo-Saxon (i.e. British and American) ideals, seems to be a 
little worried by our waywardness. 

It is almost inevitable that an author who covers so extensive 
a field should occasionally be out of date in respect of his facts. 
Dr. Hans, writing in 1929, had not apparently made acquaint- 
ance with the new statutes of the University of London which 
were sealed in 1928, and, moreover, thinks that the old statutes 
were typical of the constitutions of all English universities other 
than Oxford and Cambridge. It is, perhaps, more pardonable 
that he should not have known that the Scottish ad hoc authori- 
ties were passing away. But the usefulness of Dr. Hans’ book 
is not sensibly impaired by defects of this kind, and there is no 
question that any ordinary student of education and any 
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administrator who is not more than usually well-informed must 
derive benefit from studying it. Its value for both classes of 
readers is increased by a bibliography which includes many 
foreign titles. T. P. Nunn. 


Le Port de New York dans san réle économique. By GASTON 
Eyskens. Louvain: René Fonteyn, Editeur. 1931. Pp. 395. 


The circumstances, physical and economic, which have affected 
the growth of cities, are worthy of study; more particularly so 
when they are concerned with the evolution of a port, for, in 
general, the factors are then more certain, and their effect more 
definite, than in the case of those which apply to inland centres. 

New York was first and foremost a port. The huge present 
population, engaged in a variety of activities, is an accretion 
upon a port nucleus. We know of no other instance in which 
geographical factors have played so predominant a part, and are 
glad to see such factors adequately presented in this, the most 
considerable general study of the Port of New York, which has 
yet appeared. 

‘The author opens with a brief statistical account of the present 
traffic of the port. We are told in this section what the port does 
rather than how the work is done. Characteristic coastwise and 
foreign traffics are indicated, and we are left in no doubt as to 
the pre-eminence of the port considered as either a port of the 
Americans or of the world in general. 

The next section of the book is a brief but reasoned account 
of the factors which have led to this pre-eminence. ‘The author 
avoids the too common mistake of stressing the importance of 
the Hudson-Mohawk routeway in the days before the Erie canal. 
On the other hand he might perhaps have made more of that 
quality of coastal nodality in Manhattan Island which has always 
tended to make Southern New England, as well as Baltimore and 
Philadelphia, in some sense tributary to New York. 

With the expansion of settlement west of the Appalachians 
came an inter-state competition to provide the dominant port of 
outlet. Baltimore, Philadelphia, New York and Boston each 
extended its hinterland by road, canal and rail, and the natural 
facilities for these definitely favoured New York. All this is 
clearly set forth in the work before us, as is also the enlargement 
of this plan of competitive outlets of the Middle West, to include 
the Mississippi and the St. Lawrence. 

The increasing commerce of the late nineteenth century 
became centred at New York, and brought with it its own diffi- 
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culties. And so the author goes on to describe clearly, and in 
some detail, the lay-out of the present port, and what have been, 
and are, the obstacles to reorganisation. 

Markets and population are concentrated on Manhattan 
Island, but of the nine trunk lines terminating in the port area, 
only two reach the island, The others, such is the nature of 
the Hudson barrier, terminate in the rail marshalling yards and 
lighter and car ferry piers of the New Jersey shore, and one of 
the main concerns of the port is the transference of freight 
across the river, for no rail tunnel for freight yet exists, and 
the Hudson, at New York, awaits its first bridge. 

The channels between Long Island, Staten Island and the 
mainland, with the Hudson itself, provide both room for 
expansion and routeways for inter-port traffic; yet they cannot, 
as the author points out, quite fulfil the functions of a railway 
Port-Belt line. 

In his account of recent developments, and of plans for future 
reconstruction, the author is able to rely upon a number of 
recent official reports and inquiries, and from this welter of 
material, some of it severely technical, he develops in the latter 
portion of the book a clear and critical account both of the 
problems and of the suggested solutions. 

In the creation of a port district and of a single port authority 
in 1921, as in the present attempt to co-ordinate and regulate the 
traffic of the port as a whole, on a basis of orderly and economic 
handling, instead of as directed by competitive railway interests, 
we have yet one more example of the proved necessity, when 
dealing with great traffic centres, for a unified control, and for 
the composing of private interests for the furtherance of the 
public good. 

Though it avoids the technicalities proper to a specialised 
work on transport, there is nothing superficial in this study, 
and we commend it to the student of transport, to the 
geographer, and to the economist. 

L. RoDWELL-JONES. 
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List of Theses in Economics and Allied 

Subjects in Progress in Universities and 

Colleges in the British Commonwealth 
of Nations 


Tuer following is the seventh annual list of theses in preparation at 
the various universities, and includes those mentioned in the sixth 
annual list (June, 1930) which have been completed, those which are 
still in progress, and theses registered during the past twelve months. 
Researches are included which are not intended to be presented for 
degrees. It is the hope of the editors that such lists will prevent over- 
lapping and will help students in similar fields to know one another. 
The list below gives, in the following order, where possible, the name 
of the student, the place of his graduation, the title of his thesis, the 
probable date of completion and, in italics, the university or college at 
which he is preparing it, but where the information received was in- 
complete, one or more of these items have been omitted. The initials 
L.S.E. are printed throughout for the London School of Economics and 
Political Science, and U.C. for University College, University of London. 


Economics (Descriptive and Analytical) 


UDAYAM ABHAYAMBAL. Madras. State policy and economic development 


in Mysore State since rendition. 1931. LAS oe 

S. M. AxHTaR. Punjab. Indian agriculture in relation to industry. 
1932. LSS Be 

H. G. ANDREWS, Pretoria. The Hartebeestpoort irrigation scheme. 
Completed. South Africa. 

P. H. AsHer. London. The economic theory of the Austrian School. 
. Cambridge. 

JEAN AuBRY. Applications des mathématiques a la statistique. 1931. 
Montreal. 

S. V. Ayyar. Madras. Trade unionism in India : history and problems. 
1932. Dacca. 


K. O. BADHEKA. Bombay. Transport facilities in Kathiawar. Bombay. 
S. Banapur. Allahabad. Cyclic fluctuations in the produce of India. 
Completed. Allahabad. 
J. M. BANNERMAN. Oxford. A comparison of the extent to which the 
introduction of machinery in agriculture can influence the efficiency 
and in consequence the standard of living of rural labour in 
Britain and in the U.S.A. respectively. Oxford. 
H. BARGER. Cambridge. Theory of Profits. 1934. TeSuie 
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H. BELsHAW and F. B. Sreruens. Land utilisation in New Zealand. 


apes Auckland. 
J. P. BetsHaw. Auckland. The Post-War unemployment problem in 
New Zealand. 1932. Auckland. 

C. BERGITHON. The problem of social insurance in Canada. McGill, 
Montreal. 

A. BERMAN. Seasonal unemployment in the construction industry in 
Montreal. McGill, Montreal. 


S. R. BHANDARI. Bombay. Economic reconstruction of India. Bombay. 
D. B. BuarracHaRyA. Allahabad. Cyclic fluctuations in the prices of 
wheat, rice and cotton. Completed. Allahabad. 

W. J. BONARMAN. Otago. History of New Zealand Public Finance. 
Otago, New Zealand. 

PauL Bonnier. L’électricité, facteur de développement rural. 1931. 


Montreal. 
ELWYN BOWKER. Alberta. The unemployment problem in Alberta. 
Completed. Alberta. 


J. L. Bray. Oxford. A statistical study of the economic forces affecting 
the long term rate of interest with special reference to years 1924- 


1929. I931. E=S.Es 
Rusy Brook. Bangor. The evolution of direct taxation in the United 
Kingdom from 1815-1914. Wales. 


Epwin S. Buck. Allahabad. History of economic thought: a critical 
review of Professor V. G. Kale’s contribution to economics. 


Completed. Allahabad. 
G. D. E. Bunyan. Bombay. Peasant indebtedness and its reaction on 
their social life in the Bombay Presidency. Bombay. 


T. H. Burnuam. London. A study of the development of the British 
iron and steel industry in relation to developments in other 


countries. 1931. J begsig) ae 

B. Capitan. Value: a critical study from David Hume to John Stuart 
Mill. McGill, Montreal. 
RoLAND CHARETTE. Les causes du développement rapide de Montréal. 
1931. Montreal. 

D. CHESTER. Manchester. The practicability and possible effects of the 
rating of land values. 1932. Manchester. 

M. Conover. Oxford. Relations of the state and agriculture in Great 
Britain and the United States. Oxford. 

V. H. Cuuncrorp. L.S.E. A historical and critical sketch of the 
British Death Duty system. 1933. L.S.E. 

N. Das. Calcutta. A study of the labour unrest in India. 1932. 
LS. 


Joun C. R. Davirs. Aberystwyth. The numerical and occupational 
changes of the borough population of Montgomeryshire in the nine- 
teenth century, with special reference to the main industries 
concerned. Wales. 

B. Dava. Allahabad. An investigation into the problem of unemploy- 
ment in India amongst the educated middle classes, its causes and 
effects. Completed. Allahabad. 

H. L. De. Calcutta. Indian tariff in relation to industry and taxa- 
tion. 1931. Ey Salis 
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S. H. Drreerc. Oxford. A comparative study of age grades. 10931. 


LS aoe 
D. S. Dupry. Allahabad. United Provinces Food Census 1928-30. 
1931. Allahabad. 


J. M. E. Ducwosau. Geneva. A study in regard to the history and a 
comparative analysis of the law of trade combinations of employers 
and workmen in England and certain foreign countries. 1932. 


i755 Ei: 
E. F. M. Dursin. London. Classical and modern under-consumption 
theories of the Trade Cycle. London (U.C.). 


Nancy Emerson. Leeds. Changes in the distribution of population and 
industry in the West Riding of Yorkshire during the last fifty 


years. 1931. Leeds. 
M. F. Farrar. The problem of cost and price fixation in relation to 
public utility undertakings. 1931. Leeds. 


J. G. Fre_pinc-Hai. Oxford. A consideration of the economic effects 
of the ‘‘ Conference System ”’ on the British Shipping Industry. 
Oxford. 

P. Forp. London. (a) Southampton Social Survey: an essay in civic 
economy. (b) Southampton Civil Survey. (c) Mobility of Labour. 


Completed. Southampton. 
PauL EMILE GAGNE. La politique agricole actuelle de la Province de 
Ouéebec. 1937. Montreal. 
F. J. Garr. Otago. Concentration of population in New Zealand. 
Completed. Otago, New Zealand. 
F, J. Ganpr. Allahabad. The basis and methods of industrial remunera- 
tion. Completed. Allahabad. 
B. N. GANGULY. Calcutta. Agricultural factors of the density of popu- 
lation in the Gangetic plain. 1932. Dacca. 


R. N. Gocinent. Oxford. The part played by the British Government 

in the development of agriculture in Southern India. 1932. L.S.E. 
Rao GopaLA. Madras. Rural credits in Chingleput Dt. 1932. Madras. 
WILLIAM J. GrirrirHs, Cardiff. The development of the Oil Seed 


Crushing industry in Hull and the adjacent district. Wales. 
W. HAMILTON WHYTE. Decasualisation of dock labour in the Port of 
Bristol. 1932. Leeds. 
A. E. C. Harr. Cambridge. Labour migration : a study of the mobility 
of labour. 1931. .S-E; 
FE. Haves. Christchurch, New Zealand. Distribution of Income in New 
Zealand. Completed. Otago, New Zealand. 
L. G. Hocwoop. Auckland. An economic and social survey of the 
Waillato Valley. 1931. Auckland. 
J. E. Hormstronc. London. The comparative economics of railway 
and roads for pioneer development abroad. 1932. Ee Sakte 


Wii1AM J. B. Hopxinson. Aberystwyth. Changes in the productivity 
of Welsh farming in relation to changes in markets and prices. 


1867-1928. Wales. 
S. B. Hussain, Allahabad. Cycles in the sea-borne trade of India. 
Completed. Allahabad. 


D. G. Hurton. L.8.E. Economic nationalism—Post-War. 1933. 
L.S.E. 
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I. Isersky. L.S.E.  Rationalisation of industry in Great Britain. 


ES Es 
S. T. Jameson. L,.S.E. Economics of inland transport on highways. 
1932. L.ScE. 


MourieL Jouirre, London. The development of the New York money 
market 1920-30, with special reference to its international rela- 
tionships. London (U.C.). 

T. H. Ketty. An investigation into wages and certain aspects of busi- 
ness organisation in certain branches of the Metal Trades of 


Birmingham and district. Completed. Birmingham. 
I. M. Kuan. The use of index numbers in estimating the relative com- 
petitive strengths of different countries. Leeds. 
E. S. KrIsHNAN. Madras. Land tenures in South India. Completed. 


Madras. 

V. KrIsHNAN. Madras. Mortgages in Tinnevelly Dt. 1931. Lucknow. 
J. Ernest LaPiant, L,’administration des villes par gérant. 1931. 
Montreal. 

Louis Larose. Les primes a la production au Canada. 1931. Montreal. 
RoLaND LérourNneav. L/avenir de la production maraichére dans la 
Province de Québec. 1931. Montreal. 
Epwarp G. Lewis. Aberystwyth. A study of the rural population of 
Montgomeryshire during the nineteenth century, with special refer- 


ence to changes in occupational character. Wales. 
P. S. A. LOKANATHAN. Madras. Industrial organisation in India in 
relation to cost, and efficiency of labour, 10931. J aya Big 


E. Lorrarn-SmitH. Oxford. The migration of farmers in relation to 
the economic development of agriculture in Great Britain since 


1880. Oxford. 

R. B. MapGwick. Sydney. Emigration to Australia up to 1850. 10932. 
Sydney. 

EMILE Mauevu. La crise du blé. 1931. Montreal. 
MARCEL Martin. L/industrialisation de l’ouest canadien. 1931. 
Montreal. 


D. G. Materscu. The economic organisation of the Roumanian Oilfields 
with special reference to international competition. Completed. 


Birmingham, 

R. R. Matnur. Allahabad. A study of business cycles in India. 
Completed. Allahabad. 

J. K. Menta. Allahabad. Economic Concepts. 1932. Allahabad. 
J. K. Menta. Allahabad. Elements of Economics mathematically inter- 
preted. Completed. Allahabad. 

S. C. Mirrar. Allahabad. The problems of the road system in India. 
Completed. Allahabad. 

V. G. MosiLe. Bombay. Sub-division and fragmentation of agricultural 
holdings in Thana District. Bombay. 


W. A. Moran. L.S.E. The economic development of Burma since 1885, 
with special reference to agriculture, forestry and minerals. 1933. 
(DRS Dy 

N. A. Morwtnc. Price policy in the short period. Completed. 
Birmingham. 


R. A. Morton. Western Ontario. Credits and collectionism instalment 
selling. 1931. Western Ontario. 
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FREDRICA J. MuLHoLLAND. New Zealand. Taxation system of New 


Zealand from the ‘‘ Nineties.”? 1931. LS ite 

K. A. H. Murray. Factors affecting the prices of livestock in Great 
Britain. Oxford. 

S. M. Muzumpar. Bombay. Industrial labour in Bombay. Bombay. 
G. B. Narg. Bombay. The Bombay mill worker. Bombay. 
P. A. PAKENHAM. Oxford. Economics of Housing. 1933. 1S. be 
Y. S. Panpit. Bombay. The economic drain of India. Bombay. 
S. D. Pant. Lucknow. Social economy in the Himalayas. 1931. 
Lucknow. 

JENNETT PARKER. London. Post-war unemployment among women in 
Great Britain. 1932. Manchester. 

S. C. Parris. L.S.E. Some economic aspects of municipal enterprise. 
1932. TS Tas 
Leonora D. F. Peck. South Wales. Legal and economic aspects of the 
Doctrine of Restraint of Trade. 1932. LSA 

L. M. Pranr. Allahabad. Certain problems of Indian agriculturists. 
Completed. Allahabad. 

G. J. Ponsonpy. Cambridge. The true economic spheres of road and 
railway transport. 10932. CSE. 


Jean RuEES. Edinburgh. Social and economic aspects of the policy 
of the Rent Restriction Acts in Manchester with special reference 
to the decontrolling clause in the Act of 1923. 1931. Manchester. 

F. E. Ricumonp. L.S.E. Administrative and economic aspects of 


public utilities. 1932. TSU: 
L. W. Rosson. L.S.E. Development, organisation and inter-relation 
of means of transport. 1932. PSs 


Epwarp Rocers. Manchester. The relationship between economic 
theory and industrial practice in the determination of wages 1830- 


1848. 1931. Manchester. 
RENE RouLEAU. La politique économique du parti progressiste. 1931. 
Montreal. 

L. L. Rusin. The return of the natural resources to the Western 
Provinces. McGill, Montreal. 

E. H. Rutianp. Cambridge. The decentralisation of industry. 1931. 
f REPS ce 

G. S. SaKseNA, Lucknow. Some factors detrimental to agriculture in 
the United Provinces. 1931. ESE 

O. P. Saxsena. Allahabad. Agricultural borrowing for the purposes of 
production. Completed. Allahabad. 

S. P. SAKSENA. Lucknow. Wages and cost-of-living indices in India. 
MOgas Lucknow. 


Amos SaunDERS. Aberystwyth. The Industrial Disputes Investigation 
Act of Canada, 1907, and its effect on the settlement of disputes, 
with reference to similar British and colonial legislation. Wales. 

C. T. SaunpERSs. Oxford. The semi-public concern. Oxford. 

VERA SCHLAKMAN. Unemployment in the men’s clothing industry in 
Montreal. McGill, Montreal. 

GUSTAVE SKcuIN. Le réle des Oblats dans le développement économique 
de l’Ouest canadien. 1931. Montreal. 

A. U. SHAH. Bombay. An economic survey of Kathiawar. Bombay. 

J. R. H. SHaut. L.S.E. Business forecasting. 1932. TN SeEn 
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Tah: SHEARER. New Zealand. The development of monopolies and 
policies for their control. Cambridge. 
R. N. SHIVAPURI. Allahabad. The problem of health among the indus- 
trial classes in India with special reference to the United Provinces. 


Completed. Allahabad. 
J. V. SHuxia. Bombay. Economic survey of Olpad Taluka, Surat 
District. Bombay. 


SHANTI GRASAD SHUKIA. Allahabad. Financial and credit machinery 
of small urban industries of Allahabad City. | Completed. 


Allahabad. 

HK. I. H. Suman. Leeds. Scientific management in the factory produc- 
tion of men’s clothing in the Leeds district. 1932. Leeds. 

W. C. SmitH. Durham. The economics of the Forced Rhubarb Industry 
of Yorkshire 1931. Durham. 

J. F. Smirnms. The measurement of cyclical fluctuations in selected 
industries. Leeds. 
Hazart Lat Srivastava. Allahabad. Economics of industrial acci- 
dents, fatigue and diseases. Allahabad. 

R. D. STEELE. Western Ontario. Interchangeability of the factors of 
production. 1931. Toronto. 


W. D. Stewart. Oxford. An inquiry into the economic and social 
evolution of the coal-mining industry in Ayrshire, as it has 
affected the mining community in the present century. Oxford. 

H. H. Syep. Bombay. Social and economic conditions of the Muslims 


in Gujarat. Bombay. 
F, W. Taynor. L.S.E. The economics of advertising and of allied 
marketing activities. 1933. LSB 
HECTOR TELLIER. Rationalisation et chémage. 1931. Montreal. 


U. N. Tewari. Allahabad. A study in scatteredness and smallness of 
holdings in three villages of Ballia District. Completed. Allahabad. 


B. THomas. Aberystwyth. Studies in labour supply and labour costs 
with special reference to the South Wales coalfield. 1931. L.S.E. 


L. H. C. Tirrerr. London. The correlation of spot and future prices 


in wheat and cotton. 1932. Manchester. 

R. D. Trwart. Bombay. Railway rates in relation to trade and industry 
in India. Bombay. 
M.S. Unian. Allahabad. Sub-division and fragmentation of holdings 
in India. Completed. Allahabad, 
D. P. Unrvat. Allahabad. Crop production in India. Completed. 
Allahabad. 

E. R. Waker. Sydney. A comparative study of unemployment in 
various British and German industries. Cambridge. 

E. R. WALKER. Sydney. Unemployment. Cambridge. 
G. J. Waker. Oxford. Co-ordination of road and rail transport. 
Oxford. 

BE. R. L. Warxins. The demarcation of industries. Completed. 
Birmingham. 

K. I. Wiccs. L.S.E. Unemployment in Germany. TSaBe 
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I. WuuiaMs. Cardiff. A study of industrial relations in England from 
1800 to the present day from the point of view of the progress of 
the Industrial Peace Movement with reference, by way of illustra- 
tion, to developments in some of the principal industries in the 


Midland Counties. Wales. 
J. Wye. Glasgow. The economics of milk production. 1931. 
Tse ee 


Economic History 


G. P. Amprose. Oxford. The Levant Company after 1640. Oxford. 
M. P. AsHiEY. Oxford. Financial and commercial policy under the 
Protectorate. " Oxford. 
JosEpH BosweLL. Manchester. The organisation of mining in the 
Wigan coalfield in the nineteenth century. 1932. Manchester. 
M. C. Burr. L.S.E. Public Health in nineteenth-century England. 


1932. Reading. 
J. L. CampsELL. The history of Scottish agricultural practices prior to 
the Enclosures. Oxford. 


A. P. R. CouLBsorn. Economic and political preliminaries of the Crusade 
of Henry Despencer, Bishop of Norwich in 1383. London (U.C.). 

R. W. Dattry. Reading. The history of Public Health in Reading. 
1933. Reading. 

O. Darra. Calcutta. Origin and early history of the public debts in 
India. 1931. i baoyes a 

D. S. Epwarps. L.S.E. The history of joint-stock banking in England 
from 1830-1900. 1933. LS iB 

R. P. ELLison. South Africa. History of Natal Sugar Industry up to 
the Union. 1931. ; Natal. 

J. K. Farrpank. Oxford. The origin of the Chinese Maritime Customs. 
Oxford. 

MILLICENT FENTON. L.S.E. The social and industrial history of Bolton 
in the nineteenth century. 1932. ESake 

A. T. Fiuicut. L.S.E. Social legislation relating to mining in the 
nineteenth century. 1931. J Sa 

T. P. Gunton. L.S.E. The effect of economic changes on educational 
practice since 1800. 1931. ES. 
BeRTHA Hatt. L.S.E. Trade of Newcastle-on-Tyne and North-East 
Coast A.D. 1600-1640. 1932. LS 
HENRY HaAmILtTon. Glasgow. The Industrial Revolution in Scotland. 
1931. 4 Aberdeen. 

W. E. C. Harrison. London. Maritime activity under Henry VII. 
1931. Ls Sole 

W. O. HENDERSON. Cambridge. Lancashire Cotton Famine. 10933. 
LS is. 

L. A. M. Henry. Some social and economic aspects of English monasti- 
cism in the later Middle Ages. London (U.C.). 
OLivE M. HumpwrRigs. Sydney. Economic history of New South Wales 
to the end of Governor Macquarie’s term of office. Sydney. 

F. E. Hype, Liverpool. Mr. Gladstone’s fiscal and financial policy 
1841-1853. 1931. LSB 


OLIVER E. James. Aberystwyth. The economic relations between Wales 
and Ireland up to the end of the seventeenth century. Wales. 


we 
id 
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ANNIE B. Jones. Aberystwyth. A study of work, wages and prices 
in Wales in the sixteenth century. Wales. 
J. S. JONEs. L.S.E. Historical study of Anglo-South American trade. 
1932. DS okie 
Moses J. Jones. Cardiff. The industrial development of Merioneth in 
the period 1750-1820, Wales. 
R. B. Josu1. Bombay. History of unfree labour in India. Bombay. 
E. C. Lowry. Oxford. The administration of the estates of Merton 
College in the fourteenth century, with special reference to the 


Black Death and the problems of labour. Oxford. 
D. N. MarsHatt. Bombay. Economic history of India during the 
Mogul Period. Bombay. 
J. O'Donovan. Oxford. An economic history of live stock in Ireland 
since the Famine. Oxford. 
C. R. O_pHAM. Oxford. The Witney Vestry Book. Oxford. 


FRANCES M. Pace. Cambridge. The organisation of the Manor, with 
reference to the estates of Crowland Abbey. Completed. Cambridge. 
Monica G. Pace. London. A study of emigration from Great Britain 
1802-1860. 1931. ES. 
H. J. H. PARKER. Oxford. Some aspects of the economic history of 
Gloucestershire in the eighteenth century (excluding the Poor 
Law) as illustrated by documents in the County Records at 
Gloucester and by documents in the Bodleian. (1682-1815.) Oxford. 
NORMAN PENDLEBURY. The Trustee Saving Bank Movement 1793-1914. 


1932. Manchester. 
A. Purvis. L.S.E. The leather industry of the early nineteenth century. 
1933. SE 
JoHN N. REEDMAN. Leeds. The economic history of the modern English 
glass industry. 1931. Sheffield. 
G. L. Rrpceway. Oxford. The American Confederate War Debts and 
their repudiation. Oxford. 


ALFRED T. Roperts. Aberystwyth. A study of the commercial relations 
between Wales and Ireland to the close of the sixteenth century. 
Wales. 

Hector M. Ropertson. Leeds. The causes and the progress of the 
growth of economic individualism in England in the sixteenth and 

at the beginning of the seventeenth century. Completed. 


Cambridge. 

E. Row. Early industrial organisation: a history of the firm of 
Boulton and Watt. Completed. Birmingham. 

H. A. SHannon. L.S.E. and Belfast. The early history of the English 
Limited Company. 1931. LE Saba 

S. SinwA. Calcutta and London. Post-war labour legislation in India— 
a comparison with Japan. 1932. LS; 

A. E. SmirH. Oxford. The transportation system in the seventeenth 
century with special reference to the West Indies. Oxford. 

G. H. A. SrepHens. Oxford. Wage-rates, 1750-1800. Oxford. 
Mary A. SwatLow. Cardiff. History of the development of means of 
communication in the county of Monmouth. 1932. Le Seks 


G. Taytor. Manchester. Some aspects of the land question in the 
seventeenth century. 1931. | Eoyito gl BEE 
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E. M. Tuomas. Oxford. The Trade Gilds of the Roman Empire during 
the first three centuries A.D. with special reference to the Eastern 
Provinces (exclusive of Egypt). Oxford. 

J. Tuomas. Cardiff. The economic development of the Potteries of 
North Staffordshire, with special reference to the Industrial Revolu- 
tion. 1933. LOS3E, 

Miss Turupp. A study of the merchant class in London in the fifteenth 
century with special reference to the Company of Grocers. 


London (U.C.). 

G. F. Topp. Oxford. The evolution of joint stock organisation, 
1837-1862. Oxford. 
GILBERT N. TucKER. Wisconsin. The economic history of the Province 
of Canada 1845-1851. Completed. Cambridge. 

S. P. Turin. Moscow. The history of the Russian Labour movement 
with special reference to trade unionism. 1931. L.S.E- 

D. TyERMAN. Oxford. The trade depression 1873-1886. 1931. 
Southampton. 

O. A. WrstwortH. The Albion Steam Flour Mill—a chapter in the 
Boulton and Watt co-partnership. Completed. Birmingham. 
OswaLpD WHITE. Manchester. The administration of poor relief in War- 
rington 1700-1850. 1932. Manchester. 

J. WuHittreR. L.S.E. A survey of the economic and administrative life 
in Kingston-on-Thames between 1660 and 1720. 1931. i.S.E. 

F. H. Witson. Oxford. The social and economic history of Ostia. 
Oxford. 

H. D. Woops. Historical study of the economic relations of the Mari- 
time Provinces to Canada and U.S.A. McGill, Montreal. 
RICHARD E. M. YERBURGH. British Columbia. An economic history of 
forestry in British Columbia. 1931. British Columbia. 


Economic Geography 


F. A. ARROWSMITH. London. The Pacific Ports of Canada. L.S.E. 
W. Baker. London. Geographical factors in the development of 


Cardiff, Swansea and Newport. 1932. Leicester. 
S. H. Beaver. London. Geography of the iron industry of Northamp- 
tonshire, Rutland and South Lincolnshire. 1931. Toes abt 
J. E. BuunpEt,. The horticultural industries of Worcestershire. 
Completed. Birmingham. 
K. C. Boswet. London. Southampton as a factor in the geographical 
integration of the Hampshire Basin. * Southampton. 
M. Bouttwoop. London. The growth and development of settlement 
in Leicestershire. 1932. Leicester. 
P. W. Bryan. London. Land utilisation in Leicester. Leicester. 


R. O. BucHANAN. Pastoral industries of New Zealand. London (U.C.). 
MaBeL CLrouGH. Manchester. The coal resources of Russia. 10931. 
bBo ry a 

H. D. Evans. Sydney. The social and economic importance of the 
Western Tablelands of New South Wales. Sydney. 
Viotet L. Hucues. L.S.E. Survey of East Kent Coalfield area. 10934. 
LS.E. 

W. W. Jervis. The New Boundaries of Europe and their effect upon 
the flow of trade. 1932. Bristol. 
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R. Lycerr. The quarrying industry of Leicestershire. 1931. Leicester. 
Peo. McNamara. L.S.E. Inter-relation between geographical factors 
and decline of population in Ireland since the famine of 1845-1847. 


1931. [SE 
F.C. Mier. Leeds. Certain aspects of the physical and economic 
geography of the Wessex area. Southampton. 

F. G. Morris. Oxford and L.S.E. Progress of settlement in the forest 
regions of Sussex. 1931. SBN Ei 
MarGareT A. Ormssy. British Columbia. A study of the Okanagan 
Valley of British Columbia. 1931. British Columbia. 
GERARD PELLETIER. Le réle économique du fleuve Saint-Laurent. LOG 
Montreal. 

D. J. Prick. L.S.E. The economic development of the Swansea 
district. 1931. LSE 


O. H. T. RisupetH. Adelaide. Economic geography of Australia : 
certain inquiries with special reference to primary production. 


Southampton. 

G. M. Sarson. London. The growth of population in Leicester, Stafford 
and Warwick. 1931. Leicester. 

L. E. TAvENER. Cambridge. Agricultural distributions in Dorset. 
Southampton. 

Miss WARD. The evolution of industry and settlement in the Notting- 
ham and Derby area. London (U.C.). 


Banking, Currency and Finance 


Louts AucLarr. La crise en bourse de 1929: origine, développement et 


répercussions. I93I. Montreal. 

D. S. BAsrur. Allahabad. The loan policy of the government of India. 
Completed. Allahabad. 

A. S. J. Baster. L.S.E. Credit control. 1931. WSS Ee 
N. C. CHaturvepi. Lucknow. Administrative organisation of Indian 
finance. 1932. Lucknow. 

M. M. Desat. Bombay. Finances of the Bombay Government since 1921. 
Bombay. 

J. C. Gupert. L.S.E. Central banking since the pairs 
S. A. Hague. Bombay. Indian investments. Completed. Bombay. 
K. S. Isurs. Cambridge. The relationship between monetary policy and 
wages policy. Cambridge. 

G. S. Karsuari. Bombay. Public debt in India. Bombay. 
R. A. KARWANKER. Bombay. A central reserve bank for India. 1931. 
Bangor. 

W. T. C. Kinc. L.S.E. Practical study of the London Discount set, 
I - Fey alia 

Ss. pasa Auckland. Financial organisation in New Zealand. 1932. 
Auckland. 

D. H. Limave. Bombay. Indian military finance. ; Bombay. 
T ©. S. Liv. Manila. The Chinese banking system with special 
reference to modern banks. 1931. Leeds. 


K. C. Mrrrar. Allahabad. Present taxation policy of the Indian 
Government. Completed. Allahabad. 
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T. NaxaGawa. Meiji and Tokio. The relation of the control of gold 
export to international trade. 1932. LSS Ee 
B. PristeR. Freiburg. The wage and price problem caused by the 
policy of deflation in England (for reaching the gold standard) with 
the purpose of studying the Modern English theory of prices, money 
and wages. Cambridge. 
W. I. Porter. Sydney. The Australian money market. 1932. Sydney. 
C. S. Ricwarps. Durham. South African banking, currency and ex- 


change since the Union. 1932. Natal. 
Mar LL. SavaGr. Comparative study of credit control in the British 
Empire. McGill, Montreal. 

E. SHENKMAN. Moscow. Theory and practice of ee loans and 
foreign investments. 1931. L.S.E. 

S. F. Simpkins. L.S.E. The French money eavicct since the war. 1931. 
ESE: 

P. SINGER. Vienna and L.S.E. The functions and structure of banking. 
1931. LS. 

U. SuspraMANtAM, Bombay. Position of Indian States regarding the 
customs revenue of India. Bombay. 

J. SyKrEs. Manchester and Leeds. History of joint stock banking in 
England since 1826. 1931. Exeter. 

A. T. TARKAS. Bombay. Local finance in India. Bombay. 
A. K. Tonc. Nanyan and New York. History of Chinese exchange 
after I9t4. t BESS six 

Y. C. Tsur. Pekin. An investigation into Chinese currency and 
central banking. 1932. LiSaas 

D. TyERMAN. Oxford. Banking policy and industry in depression (1876- 
83) : an historical study. $ Oxford. 

G. C. VarMA. Lahore. Local finance in India. 1932. YA 
Gu. V. VASILIN. Roumania. A comparative study of Roumanian and 
English income tax. 1931. LAE 


H. V. VENKATA-SuBBIAH. Mysore. Recent policy of the federal reserve 
system in relation to the banking system of the United States of 
America. 1931. LAS Ee 

S. W. WILLIS. Rural credit in Western Canada. McGill, Montreal. 


Commerce and Industry 


N. I. Barov. Kieff. International and co-operative banking and inter- 
national and co-operative trade with special reference to Russia. 
I93I. LSBs 

GrorGES BEAupRY. Montreal. L’avenir des exportations agricoles du 
Canada dans les pays de l’Empire britannique. 10931. Montreal. 

B. N. BuacaAva. Lucknow. Cotton marketing in the United Provinces. 
1933. Lucknow. 

G. C. Bruinc. Adelaide. Organised marketing in New Zealand with 
special reference to the marketing of meat products. 1933. 

Otago, New Zealand. 

EDWIN BRENNAN. Manchester. The textile trade of Scandinavia. 10931. 

Manchester. 
ROGER BrRIsEBOIS. Montreal. La crise du papier au Canada. 1931. 


Montreal. 
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RiEtA L. BRown. Alberta. The protein grading of wheat. Completed. 
Alberta. 

J: N. BRwcE. Manchester. An analysis of the juvenile labour market 
Since 1925, with special reference to East Jancashire. 1932. 


Manchester. 

IRENE BURKE. Manchester. The recruitment of juvenile labour for the 
cotton industry. 1931. Manchester. 
ALBERT CALVERT. Montreal. Métallurgie et protectionnisme au Canada. 
1931. Montreal. 

S. H. CHsanc. Dartmouth, U.S.A. The foreign trade of China with 
special reference to the twentieth century. 1931. ES EE 

S. L. Caaturvepi. Allahabad. The co-operative movement in Behar 
and Orissa. Completed. Allahabad. 

M. V. CHIKHALE. Bombay. The Indian cotton industry. Bombay. 


Mia CORNEA. The rationalisation of agricultural production and market- 
ing, with special reference to recent developments in central 


Europe. Oxford. 

M. L. DantwaLa. Bombay. Organisation of the raw cotton industry in 
Bombay. Bombay. 
JEAN DELORME. Montreal. Les facteurs psychologiques de la vente. 
1931. Montreal. 

J. U. Duspry. Allahabad. The marketing of farm produce in India. 
Completed. Allahabad. 
JEAN-MarRig DuHAMEL. Montreal. L/orientation de notte politique 
douaniére sous 1’Union. 1931. Montreal. 
ANTONIO EAGGIOLO. Montreal. L’industrie pétrolifére au Canada. 1931. 
Montreal. 

A. FEINER. Factors affecting the use of Canadian wheat. Montreal. 
A. Firetp. Bristol and Michigan. The woollen industry of the Cots- 
wolds. 1934. TESabi 

P. R. GHEORGHIU. Bucharest. The foreign trade of Roumania. 10931. 
L.S.E, 

B. B, GHosu. Calcutta. The Indian salt industry and trade since 1763. 
1932. ERS. 


HENRI GUILBAULT. L,’aviation commercial au Canada. 1931. Montreal. 
S. R. Gupta. Allahabad. Co-operation in India. Completed. Allahabad. 
T. C. Jamin. Allahabad. The co-operative movement in the Punjab. 


Completed. Allahabad. 
N. Katpor. L.S.E. Commercial policy of the Danubian States after the 
war. 10932. IBS a: 
P. D. DE LAszio. Oxford. Social consequences of ‘‘ chain-store ”’ distri- 
bution in America. Oxford. 
K. J. Li. Yenching. Organisation and regulation of international com- 
merce. 1932. Ste: 
S. H. Manuva. Bombay. Indo-Japanese trade. Bombay. 
D. G. MALan. Stellenbosch. Customs duties and tariff questions in 
South Africa. 1932. ES.Bs 


W. R. Marueson. L.S.E. The effects of tariffs upon foreign trade, with 
special reference to the case of safeguarding duties in the United 


Kingdom. 1932. UES Bie 
C. MELLING. Manchester. An investigation into the present position 
of the British iron and steel industry. 10932. Manchester 


H 
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W. Mesiws. Marketing of perishable foodstuffs. Completed. 


Birmingham. 

IL. N. Misra. Allahabad. The grain trade of India, especially with 
legal aspects. * 1932. te tie 

M. C. Munsur. Bombay. The place of tariffs in Indian industrial policy. 
Bombay. 

A. M. Neuman. Warsaw. The forms of organisation in the British coal 
industry. 1931. LSE; 

S. P. PanpEy. Allahabad. The co-operative movement in Bengal. Com- 
pleted. Allahabad. 

H. L. PasricHa. Punjab. A study of agricultural co-operation in India, 
in the light of foreign experience. Completed. 1931. 1 Sahte 
Irma E. Pattison. McGill. Manufacture and marketing of knitted 
goods in Canada 1913-1928. McGill, Montreal. 
Lucien PELOgUIN. Montreal. La politique commerciale de la Société 
des Nations. 1931. Montreal. 
ARMAND Poulin. L/’industrie du sucre et du sirop d’érable dans la 
Province de Québec. 1931. Montreal. 
WILFRED Prest. Leeds. The economic problems of the coal industry 
with special reference to the Lancashire coalfield. 1931. 
Manchester. 

Louis QuUELLETTE. Le role du grossiste dans 1’économie moderne. 1931. 
Montreal. 

GEORGES RacInE. L’industrie du tabac au Canada, 1931. Montreal. 
G. H. RajapHyAKSHA. Bombay. The co-operative movement in Bom- 
bay Presidency. Bombay. 


B. Ray. Calcutta and Dacca. Indian foreign trade from the opening 
of the Suez Canal up to present times (1869-1928). 1931. LSE. 
D. L. Rosrnson. Auckland. Public utilities in New Zealand. 1932. 


Auckland. 

A. A. Sasry. Manchester. Changes in the imports and exports of 
Egypt since 1900. 1931. Manchester. 

D. R. Samant. Bombay. Organisation and finance of joint-stock com- 
panies in India. Bombay. 

S. G. SANDERS. Toronto. The marketing of the Radio. Completed. 
Toronto. 


S. A. SAUNDERS. Dalhousie. Industry in the Maritimes. 1931. Toronto. 
S. C. SHuxKia. Allahabad. The co-operative movement in the United 


Provinces. Completed. Allahabad. 
B. P. SKEY. Prague and Ontario. Co-operative marketing of agricultural 
produce in Ontario. 1931. Toronto. 


G. B. SmitH. Inter-Imperial Trade in textile products, 1914-1928. 
McGill, Montreal. 

H. Smita. Manchester. A survey of the changes in the character and 
organisation of the wholesale grocery trade 1920-1930. 1932. 


Manchester. 

MicHaL SMITH. Brown (U.S.A.). Trade statistics of Palestine. 1932. 
TesS ii 

W. M. SmitH. Auckland. The marketing of Australian and New 
Zealand primary products. 1931. ibe aet 


F, B. StepHens. Auckland. Dairy farm organisation in the Waillato. 
1931. Auckland. 
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E. H. STONES. Manchester. The development, extent and organisation 
of Empire cotton supplies (including India) since 1900, with special 
reference to the work of the British Empire Cotton Growing Asso- 


ciation. 1932. Manchester. 
GERMAIN TELLIER. Le tarif douanier et l’agriculture au Canada. Ig31. 
Montreal. 

GERARD THIBAULT. La co-opération agricole dans la Province de Québec. 
1931. Montreal. 


W. A. TIMMERMAN. Johannesburg. A method, based on actuarial prin- 
ciples, by which to determine depreciation of Rolling-Stock assets. 


Completed. Johannesburg. 
M. A. WormsER. Pretoria. Ostrich industry in South Africa, Com- 
pleted. Pretoria. 


Sociology and Anthropology 
EizA Y. ANGus. Glasgow. The higher education of women and its 


social bearings. 1931. Essie 
J. J. ANJARIA. Bombay. The development of Indian culture. Bombay. 
Leo Austin. The Turama of British New Guinea. 1931. Sydney. 


H. H. AyscoucH. Durham. An account of the progress of penal 
reform in England from 1810-1930 together with some conclusions (a 
sociological study of the penal system). 1933. 5 Beye Bie 

M. L. Bacia. Allahabad. Some features of Indian society and their 
bearing on the economic life of the people. Completed. Allahabad. 

E. BEAGLEHOLE. New Zealand. The psychology of property: being 
an attempt to determine, by the use of comparative method, the 
psychological basis of the institution of property. Completed. 


S.E. 

F. L. S. Bett. Sydney. Descent in Polynesia. 1931. Sydney. 
S. S. CHAUHAN. Allahabad. The Bhill Communities of the Hills of 
Central India. Completed. Allahabad. 
Laura I, Coorrr. London. Is the position of women an index to 
civilisation? 1931. TS.SiBia 

R. B. Cooper. Bombay. Social changes in India during 1900-1925. 
Bombay. 


Water H. Davies. Cardiff. The influence of recent changes in the 
social environment on the outlook and habits of individuals, with 


special reference to mining communities in South Wales. Wales. 
B. D. ENGINEER. Bombay. Crime and its repression in Bombay Presi- 
dency. Bombay. 


N. F. Fravia. Bombay. Parsi charity and its organisation. Bombay. 
Lona Grrsavicius. L.S.E. Some aspects of class differentiation of early 


society. 1934. T.S.E. 
D. M. Gooprettow. L.S.E. Cultural contacts in South Africa. 1932. 


ES.E, 

C. W. M. Hart. Sydney. Australian religions. 1932. De ip 
H. I. Hocsin. Sydney. The maintenance of order in the societies of 
Oceania. 1931. TEES Es 


Danie, I. Jones. Cardiff. A sociological treatment of religious in- 
fluences on the social and economic life of Wales in the nineteenth 


century. Wales. 
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F. D. KLINGENDER. L.S.E. The black-coated worker in London. 1932. 

Ses 
Harriet Majip. South Africa. Native Labour in Natal. 1933. Natal. 
B. L. Manxap. Bombay. Genealogical study of some vital problems of 


population. Bombay. 
C. C. Meyta. Bombay. Social currents in Gujarat during the nine- 
teenth century and after. Bombay. 
S. J. Narsian. Bombay. The Amils of the Sind. Bombay. 


J. OBREBSKI. Cracow. Family organisation among Slavs. 1932. L.S.E. 
Masel Panmer. Glasgow. History of Indian Immigration into the 


Union of South Africa. 1933. Natal. 

K. M. Pater. Bombay. Female education in India. Bombay. 
RatpH PIDDINGTON. Sydney. The Karadjeri Tribe of Western 
Australia. 1932. Sydney. 
Miss SHOESSIGER. Statistics of diseases in families. London (U.C.). 
C. M. Sxepper. L.S.E. Recent French sociology. 1931. LS 
Srpney R. SmitH. Cambridge. The Ibo People. Completed. 
Cambridge. 

G. B. Sticant. L.S.E. Shaminism. 1932. LS sie 


C. A. Stocks. The social anthropology of the Chumbi Valley with 
special reference to the Bonpa faith which is practised there. 


Oxford. 

B. THomas. Central South Africa and its inhabitants geographically 
and anthropologically considered. Cambridge. 

G. B. Tit1. Bombay. Moslem education in Bombay Presidency. 
Bombay. 

T. J. A. Yates. Cambridge. The principles and mechanism of education 


among primitive peoples and the applications of these in European- 
controlled education of natives in Africa. 1931. LS 


Political Science 


K. Barrp. Cambridge. The development of the idea of federalism 


within the British Isles since 1885. 1933. Belfast. 
D. N. BANNERJIA. Calcutta. The constitutional history of India from 
1773. 1934. Dacca. 
K. R. Bansar. Allahabad. The economic aspects of the present 
political movement in India. Completed. Allahabad. 
REGINALD K. BrncGiEy. Cardiff. The political and economic doctrines 
of P. J. Proudhon. S Wales. 
E. H. Bort. L.S.E. Working Men’s Associations in London 1760- 
1824. 1932. eS e 
P. CHanpRA. Allahabad. The relation between the Board of Control 
and the Viceroy in Council in India. 1932. dc iS ete 
S. M. Cuenc. Peking and Wisconsin. Origin of the idea of prole- 
tarian dictatorship. 1931. Tees 
E. M. B. Cotrren. The Catholics in England 1649-1660, with special 
reference to their political significance. Oxford. 
CATHLEEN N. Donovan. Sydney. History of the Labour movement 
in Australia, 1890-1929. Sydney. 


R. C. H. Dunzar. L.S.E. Development of English Public Health 
administration 1848-1855. 1932. EAS 3s 
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A. P. D’ENTREVES. Richard Hooker. Oxford. 
J. P. FiercHer. West Virginia. Mutual influence of religion and 
economic thought in the seventeenth century. 1933. igs Ja 


IRIs FORRESTER. London. The work of the Justices of the Peace in 
its social and economic aspects during the reign of George III 
as studied in the Quarter Sessions Records of Middlesex. 1932. 


LSE: 

A. K. Guosat. Calcutta. The Indian Civil Service. 1933. Dacca. 
M. L. Gupra. Allahabad. Industrial housing in India. Completed. 
Allahabad. 

B. Hamitton. Toronto. History of the Workers’ Educational Move- 
ment. 1931. Toronto. 


W. F. HersertT. London. The problem of the administration of educa- 
tion consequent upon the reorganisation of schools. Manchester. 
R. A. Humpureys. Cambridge. Political thought in England and 
America during the second half of the eighteenth century, with 
special reference to the Earl of Shelbourne. Cambridge. 
R. I, James. Public opinion in Great Britain and the United States on 
Anglo-American Relations 1783-1789. 
HERBERT JONES. Cardiff. The recent criticism of the doctrine of Sove- 
reignty from Sir Henry Maine onwards. Cardiff. 
T. Ketty. The Civil Service of Northern Ireland. 1931. Belfast. 
J. M. Kuosta. Lahore and London. The French Senate. 1931. L.S.E. 
B. J. I. Lewis. Cardiff. Twentieth-century criticism of the sociological 
theories of Karl Marx and especially of his economic interpretation 
of history. Wales. 
Ewart T. Lewis. Cardiff. Religious organisations in Wales con- 
sidered in relation to economic conditions from 1850-1928. Wales. 
Eynon Lioyp. Aberystwyth. Robert Owen and social legislation. 


Wales. 

J. R. Lyne. Pretoria. Public administration in Natal 1838-1893. 
Completed. Pretoria. 

Cc. B. L. Matuur. Allahabad. The economic thought of Mahatma 
Gandhi. Completed. Allahabad. 


Gwyn Mears. Cardiff. The fortunes of rationalism in English political 
thought from Burke’s ‘“ Reflections on the French Revolution ”’ to 


the end of the nineteenth century. Wales. 
Ram Natu Mewrotra. Lucknow. Social legislation in India. 1932. 
Lucknow. 


G. Munreanu. Cluj. The Constitution of Roumania. 1932. L.S.E. 
W. M. Newron. A comparison of public and special services in the 
federal government of the U.S.A. and the central government of 
Great Britain especially from the point of view of financial control. 


Oxford. 
A. W. Oszorn. Johannesburg. A critical survey of Trade Unionism in 
South Africa. 1931. Johannesburg. 


P. Y. Pao. Nanking. Comparative central government. 1933. L.S.E. 
M. M. Perera. L.S.E. The general principles of eager ee 
Mi. 
cedure. 1931. 4 _L.S.E. 
M. L. PERLSWEIG. London and Cambridge. The political philosophy 
of Disraeli. 1933. eC Oe 
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P. S. PHapnis. Bombay. History of Indian social reform movement. 


Bombay. 

J. W. PicKERSGILL. The attitude of the French Catholics to the Second 
Empire from 1859-1870. Oxford. 

R. PRATAPGIRI. Bombay. Representative institutions in India. 
Bombay. 

B. J. PresswaLaA. Bombay. Growth of labour movement with special 
reference to India. Bombay. 


J. PRINGLE. Edinburgh. ~Political thought in Scotland in the sixteenth 
and seventeenth centuries, with special reference, for the sixteenth 
century, to the political ideas of Knox and Buchanan. Cambridge. 

J. Rarrerty. The local government of Ireland during the first half 
of the nineteenth century. 1932. : Belfast. 

B. M. Rao. Allahabad. Trade Unionism and its future in India. 
Completed. Allahabad. 

E. M. Rep. The Party System in Canada from Confederation to the 
present day. Oxford. 

E. E. Rico. Cambridge. The passing of the Education Act of 1870— 
a study of the formation of public opinion 1843-1870. 1931. L.S.E. 

ALAN RICHARDSON. Liverpool. The significance of conflict in the 


historical process. 1931. Liverpool. 
WALTER RitEyY. Manchester. The finance of capital expenditure by 
local authorities. 1931. Manchester. 


I. A. M. Ross. Melbourne. The Australian labour movement—history, 
analysis and comparison with labour movements abroad. 
Otago, New Zealand. 

J. RUTHERFORD. Durham. (a) History of South African Confederation. 


(b) The Stockwell Papers, 1591-1611. Southampton. 
J. B. Seymour. New York and California. The Whitley Council’s 
scheme. 1931. LScEe 
Brij MOHAN SHARMA. Allahabad. Problem of Federal Government in 
India. 1931. Lucknow. 
BISHAN NARAIN SHUKLA. Lucknow. Local and municipal government 
in the United Provinces. 1932. Lucknow. 
P. E. pu Torr. Pretoria. Public administration in the South African 
Republics. Completed. Pretoria. 
W. Wanc. Nanking. The social philosophy of Adam Ferguson. 1932. 
fe Se 
L. F. W. Waitt. L.S.E. History of Educational Administration in 
England 1902-1914. 1933. $ ES Be 
DouGLas WorGAN. Cardiff. The New German Constitution in relation 
to local government. Wales. 
N. J. Yusur. India and L.S.E. Origin of the office of Viceroy. 1931. 
LE 

Law 
F. Artimrs. Lille. Legal aid for poor persons: a comparative study 
of English, French and International laws. 1932. LSB: 
E. EH. Bamgy. Oxford. General principles of Liability for Tort. 
Oxford. 


B. F. BRown. Oxford. The Law of Trusts in the eighteenth century. 
Oxford. 
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G. A. Cartauis. Leipzig. Customs and convention in English Consti- 


tutional Law. 1932. SE. 

R. Kuan. Wurzburg. Industrial cartels. 1931. ESth. 
J. ©. Morris. London. The history of the Law of Mortgages of Land 
in England. 1931. IAS Ee 

C. W. NasH. Wellington. Liability for dangerous buildings. 1931. 
Wellington. 

WENAPALLI L. RAO. Bombay. The theory of Mens Rea and Criminal 
Responsibility in English Law. 1931. Sheffield. 

G. T. WasHincton. Oxford. Problems in the Law of Bailment. 
Oxford. 


J. WmiAMs. New Zealand. The statute of Frauds, its judicial history 
and interpretation and the present state of the law which has 
developed in consequence of its enactment. Cambridge. 


International Law and Relations 


Lxsiiz L. ABRAHAM. Aberystwyth. International Labour Conventions : 


their framing and applications. Wales. 

R. J. Beatin. Sydney. Economic imperialism. Sydney. 
C. W. Bucxsy. London. A comparative study of the various systems 
of economic development in East Africa. 1931. Tas tig 
Hitpa Buckmaster. L.S.E. Minority problems with special reference 
to the laws in Poland. 1932. | Brey 
Hitpa Burcess. L.S.E. International economic organisation. 1931. 
LSE. 

Marv A. Cuesitey. Mount Allison and London. The Mandates’ system 
of the League of Nations. 1924. L.S.E. 

7. CRISTUREANO. Roumania. International co-operation: a study of 
its causes and forms. 1931. ES. Eis 

R. V. DesuMUKH. English relations with the Far East during the past 
hundred years. Oxford. 


Eipin A. Gamat. Cairo. Extension of International Law to extra- 
European states. 1931. Toes hee 
F. Gevay-Wo.rr. Budapest. Minorities and self-government : a study 
of autonomy of minorities under International Municipal Law 
as a solution of the Minorities problem. 1932. Ses 
Pp. P. J. R. G. Guar. Oxford. The international judicial conditions— 
in respect of nationality—of the former inhabitants of the Ottoman 
Empire under the Treaty of Lausanne, in Egypt and in the Man- 
dated Territories. Oxford. 
W. Henperson. Paris. The Mandate for New Guinea. 1934. 1 ee 
R. K. Irons. Oxford. The influence of the Barbary States of North 
Africa upon international relations, with special reference to the 


United States. Oxford. 
Ipris G. Jones. Aberystwyth. The international regulation of sugar 


bounties. jae Wales. 
Tucy P. Marr. Cambridge. Native Policy in East Africa. 1931. L.S.E. 
Ivor B. POWEIL. Aberystwyth. Mandates, with special reference to 
their working in Africa. Aberystwyth. 


Vv. S. Ram. California and Harvard. Personality in International aoe 
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H. lL. Sarner. New York. The participation of the United States in 


the activities of the League of Nations. 1932. LS. 
PENRY SAMUEL. Aberystwyth. The origin and evolution of the 
assembly of the League of Nations. Aberystwyth. 
Norau E. SKRIMSHIRE. L.S.E. The evolution of the assembly of the 
League of Nations as a parliamentary body. 1931. DSi lis 
F. A. Vai. Budapest. International Servitudes, 1931. I Bye che 
A. T. WmLiAMSoN. Western Australia. Anglo-French diplomatic rela- 
tions in West Africa, 1848-1870. 1931. L.S.E. 
Miscellaneous 
S. ABRAHAM. Bombay. The beggar problem in Bombay. Bombay. 
B. H. Austin. Cambridge. The psychology of industrial relations. 
1931. ilopesjo) 


N. B. Cooper. Bombay. Prostitution in the City of Bombay. Bombay. 
T. G. Droxutr. Bombay. Regional and social characteristics of 

British philosophy. Completed. Bombay. 
M. B. Desat. Bombay. The Patel community of Gujarat. Bombay. 
M. Forxes. Cape Town and London. Juvenile delinquency. 1932. 


LS: 
RutH Harinc. Manchester. Juvenile probation work in Manchester. 
1931. Manchester. 


W. H. Howes. Wales. The functional aspects of the legend of St. 
James of Compostela from its inception to the present time. 1932. 


L.S-E; 

S. MARTINEZ DE ALVA. Washington. Mexico and the Mexicans. 1931. 
LSE. 

B. H. Menta. Bombay. Life and labour of village communities in 
Gujarat. Bombay. 

K. T. Mercusnt. Bombay. Some aspects of middle-class life in 
Bombay. Bombay. 

P. O. TRIvEDI. Bombay. Drink problem in Bombay Presidency. 
Bombay. 


S. B. VacaL. Bombay. Life histories of Bombay beggars. Bombay. 
A. N. VanstA. Bombay. Rajput community of Gujarat. Bombay. 


1931] 


Books and Monographs Received 


ALBERT AFTALION: Monnaie et Industrie. Recueil Sirey. 1929. 
Francs 20. 257 pp. 

Annals of the American Academy of Political and Social Science: 
Organised Commodity Markets. Volume 155. Part I. May, 1931. 
$1. 264 pp. 

HARRY BARNES: The Slum. P. S. King & Son. 18s. 374 pp. 

ERWIN Baur, EUGEN FISCHER and Fritz Lenz: Human Heredity. 
George Allen & Unwin Ltd. 30s. 697 pp. 

A Bibliography of the Faculty of Political Science of Columbia Univer- 
sity, 1860-1930. Columbia University Press and Oxford University 
Press. (Humphrey Milford.) 20s. 366 pp. 

C. BIDDLE and G. BATES: Investment Banking. McGraw-Hill Publish- 
ing Co, 30s. 621 pp. 

UNIVERSITY OF READING: Dairy Farming in the Blackmore Vale. By 
G. B. Bisset, C. PRINGLE and EpGAR THomas. Survey Studies. 
Bulletin XL. 1s. 63 pp. 

W. O. BLANCHARD and S. S. VISHER: Economic Geography of Europe. 
McGraw-Hill Publishing Co. Ltd. 1931. 17s. 6d. 493 pp. 

JAMES BonaR: The Tables Turned. Macmillan. 7s. 6d. 132 pp. 

ANDERS CHYDENIUS : The National Gain. Ernest Benn Ltd. 5s. 92 pp. 

GusTAv CLAUSING : Die Ubererzeugung in der Ziegelei von 1867 bis 1913. 
Jena 1931. Verlag von Gustav Fischer. RM.8. toi pp. 

D. B. CopLaNnD : Credit and Currency Control. Macmillan & Co. Ltd., 
and Melbourne University Press. 5s. 6d. 142 pp. 

Dr. ErNA CortTE: Die Familienverhiltnisse von Kindern in Krippen, 
Kindergarten, Horten und Tagesheimen. F. A. Herbig Verlags- 
buchhandlung, Berlin. 72 pp. 

Cost of. Living Studies IV: Spending Ways of a Semi-Skilled Group. 
University of California Press. 

W. R. Crocker: The Japanese Population Problem. George Allen & 
Unwin Ltd. London. tos. 6d. 235 pp. 

Rayjant Kanta Das: Plantation Labour in India, R. Chatterjee, 
Calcutta. 3s. 188 pp. 

GopFREY ELTON: The Revolutionary Idea in France, 1789-1871. 
(Second Edition.) Edward Arnold & Co. 5s. 181 pp. 

M. P. GanpuI, M.A., F.R.Econ.S., F.S.S. How to Compete With 
Foreign Cloth. The Book Co. Ltd., Calcutta. By the Author. 
Pp. xxili-+117. 

CHARLES GIDE: Principes D’Economie Politique. (Twenty-sixth 
edition.) Librairie du Recueil Sirey, Paris. 1931. 672 pp. 

RENE GONNARD: Précis d’Economie Monétaire. Librairie du Recueil 
Sirey. Paris. 1930. Francs 20. 290 pp. 
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D. M. GoopreLLow : An Economic History of South Africa. tos. 6d. 
258 pp. 

ALEXANDER GRAY: The, Development of Economic Doctrine. Long- 
mans. 5S. 374 pp. 

ANTONIO GRAZIADEI: La Rente et la Propriété de la Terre. Marcel 
Riviére. Paris. Francs 20. 141 pp. 

H. R. G. Greaves : The League Committees and World Order. Oxford 
University Press. 148. 257 pp. 

N. Hans and S. Hessen : Educational Policy in Soviet Russia. P. S. 
King and Son Ltd. 1930. 7s. 6d. 228 pp. 

MicueL A. HEILPERIN: Le Probléme monétaire d’aprés-guerre, et sa 
solution en Pologne, en Autriche et en Tchécoslovaquie, Recueil 
Sirey. Francs 40. 287 pp. 

FRED. HENDERSON: The Economic Consequences of Power Production. 
George Allen & Unwin Ltd. 6s. 220 pp. 

J. Kurt HerzFeLp: Marktanalyse und Industrielle Absatz-Organisa- 
tion. C. Boysen Verlag. Hamburg. 1930. RM.6. 102 pp. 

GrorcEs Heyman: La Généralisation des Allocations Familiales en 
Belgique. Louvain. Francs 20. 

F. W. Hirst: Wall Street and Lombard Street. Messrs. Macmillan & 
Co. Ltd. New York. 8s. 6d. 176 pp. 

CaLvIn B. Hoover: The Economic Life of Soviet Russia, Macmillan 
& Co. Ltd. 12s. 6d. 361 pp. 

INTERNATIONAL CHAMBER OF COMMERCE: Exceptions to the Most 
Favoured Nation Treatment. P. S. King & Son, Ltd. 56 pp. 

JoHNn Hrewins KERN: Perishable Money. Francis Shupper, Lawrence, 
Long Island. $1. 

Von GuntuR Kroizic: Der Jugendliche in der Grossstadtfamilie. 
F, A. Herbig Verlagsbuchhandlung, Berlin. 160 pp. 

EmiL LEDERER: Technischer Fortschritt und Arbeitlosigkeit. J. C. B. 
Mohr (Paul Siebeck). Tiibingen. 1931. M.5. 126 pp. 

Emit LEDERER: Aufriss der Gkonomischen Theorie. Tiibingen. 1931. 
Verlag von J. C. B. Mohr. M.9.20. 353 pp. 

E. Lirson: The Economic History of England. Volumes II and III. 
A. and C. Black Ltd. 30s. (for two volumes). 464 and 487 pp. 
ELEANOR C. LopGE: Sully, Colbert and Turgot. Methuen & Co. Ltd. 

London. 7s. 6d. 256 pp. 

FERDINAND Lot: The End of the Ancient World. Kegan Paul. ais. 
407 PP. P 

A. Lovepay : Britain and World Trade. Longmans, Green & Co. Ltd. 
Ios. 6d. 229 pp. 

Viscount LyMINGTON: Ich Dien: The Tory Path. Constable. 4s. 6d. 
127 PP. 

CuarLtes E. MERRIAM: New Aspects of Politics. (Revised edition, 
1931). University of Chicago Press and Cambridge University 
Press. 138. 6d. 247 pp. 

GIUSEPPE DE MICHELIS: Una Migliore Distribuzione della Populazione 
della Terra e dei Capitali, Rome. 1931. 28 pp. 

RopeRT MicHELS : Das Psychologische Moment im Welthandel. Leip- 
zig. 1931. Deutsche Wissenschaftliche Buchhandlung, RM.8.50 
113 pp. 
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Lupwic Mises: Die Ursachen der Wirtschaftskrise. J. C. B. Mohr 
(Paul Siebeck). Tiibingen. 1931. R.M.1.80. 34 pp. 

MicHEL Mirzaxis: Les grands problémes Italiens. Librairie Félix 
Alcan. Paris. 1931. Francs 80. 434 pp. 

National BuREAU OF Economic RESEARCH: International Migrations 
Volume II. Interpretations. Edited by Walter F. Wilcox. $7. 
658 pp. 

GYULA NEUBAUER: Statisztika és Kéngazdsagtan. Budapest. 10931. 
Légrddy Testvérek Nyomdai Muintézete. 40 pp. 

Dr. ANNEMARIE NIEMEYER: Zur Struktur der Familie. F. A. Herbig 
Verlagsbuchhandlung, Berlin. 170 pp. 

MARTIN NORDEGG : The Fuel Problem of Canada. Macmillan & Co. Ltd. 
Toronto. 6s. 6d. 136 pp. 

S. H. Patterson and K. ScHoiz: Economic Problems of Modern Life. 
(Second edition.) McGraw-Hill Book Co. 18s. 9d. 675 pp. 

E. F. PENROSE: Food Supply and Raw Materials in Japan. University 
of Chicago Press and Cambridge University Press. 9s. 75 pp. 
WARREN M. PERSONS: Forecasting Business Cycles. John Wiley & 
Sons, New York. Chapman & Hall, London. 22s. 6d. 282 pp. 

In Onore e Ricordo di Giuseppe Prato. Saggi di Storia e Teoria Econo- 
mica, Anno. 193I-ix. Instituto Superiore di Scienze Economiche 
e Commerciali, Turin. 

Mary THERESA RANKIN: Arbitration Principles and the Industrial 
Court. P. S. King & Son Ltd. 7s. 6d. 174 pp. 

FAIRFIELD E. Raymond: Quantity and Economy in Manufacture. 
McGraw-Hill Publishing Co. Ltd. 20s. 359 pp. 

J. H. RicHaRpson: Economic Disarmament. George Allen & Unwin 
Ltd. 7s. 6d. 219 pp. 

D. W. Roserts: An Outline of the Economic History of England. 
Longmans. 4S. 295 pp. 

ApAM HENRY Rosson : The Education of Children Engaged in Industry 
in England, 1833-1876. Kegan Paul. tos. 6d. 216 pp. 

Str GERALD H. Ryan and Lian J. REDSTONE: Temperley of Hintle- 
sham. Methuen & Co. Ltd. 8s. 6d. 148 pp. 

ALIcE SALOMON and MarRIgz Baum: Das Familienleben in der Gegenwart. 
F. A. Herbig Verlagsbuchhandlung, Berlin. 383 pp. 

I. L. SHaRFMAN: The Interstate Commerce Commission, Part I. The 
Commonwealth Fund. $3.50 333 pp. 

RopMAN SuLLIVAN: The Inheritance Tax in Kentucky. University of 
Kentucky. 50 cents. 63 pp. 

F. W. Taussic : The Tariff History of the United States. (Eighth edi- 
tion.) G. P. Putnam & Sons. 12s. 6d. 526 pp. 

E. C. S. Wave and G. Goprrey Pures : Constitutional Law, Long- 
mans. 21s. 446 pp. 

A. P. WapswortH and J. pe Lacy Mann: The Cotton Trade and 
Industrial Lancashire, 1600-1780. Manchester University Press. 25s. 
2 ; 

Mrs. ores Wess: A New Reform Bill, The Fabian Society. Lon- 
don. 2d. 22 pp. 

E. P. WELLENSTEIN and C. V. D. Busscue: Nederlandsch-Indié in de 
Wereldcrisis and de Nawerking van de Crisis op ’slands Gelmid- 


delen. 113 pp. 
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IotA A. Wiuaiams: The Firm of Cadbury, 1831-1931. Constable. 
Ios. 6d. 284 pp. 

Louis AuBREY Woop: Union-Management Co-operation on the Rail- 
roads. Yale University Press and Oxford University Press. 18s. 
ee 5 

are M. Woops and Wuuiam T. RussELL: An Introduction to 
Medical Statistics. P. S. King & Son Ltd. 7s. 6d. net. 125 pp. 


PUBLICATIONS OF THE LEAGUE OF NATIONS. 


Ten Years of World Co-operation. Foreword by Sir Eric Drummond. 
George Allen & Unwin. 10s. 460 pp. 

Memorandum on International Trade and Balances.of Payments. Vol. II. 
George Allen & Unwin. 6s. 215 pp. 

Health Organisation. Report on the Work of the Conferences of Directors 
of Schools of Hygiene. Geneva. 1930. George Allen & Unwin. 5s. 
II5 pp. 

International Agricultural Mortgage Credit Company. George Allen & 
Unwin. 1s. 6d. 37 pp. 

Economic Depression. George Allen & Unwin. 6d. 16 pp. 

Unemployment. George Allen & Unwin. gd. 20 pp. 

The League from Year to Year (1929-30). George Allen & Unwin. 1s. 
I8I pp. 

Selected Documents on the Distribution of Gold Submitted to the Gold 
Delegation of the Financial Committee. Geneva. 1931. George Allen 
& Unwin. 2s. 66 pp. 


Periodicals Received 


L’Actualité Economique. February 1931. 

Commercio. April, May 1931. Rome. 

Economia. March 1931, April 1931. 

Giornale Degli Economisti e Rivista di Statistica. Rome. Anno xlvi. 
February and March 1931. 

Handbuch des Deutschen Staatsrechts. J. E. B. Mohr. (Paul Siebeck.) 
Tiibingen. 1931. Band II, Bogen 16-18, 19-21. 

Journal of the Royal Statistical Society.* Part II. 1931. 

Labour Gazette. Volume X. February, March, April, May 1931. 

National Bank of the Kingdom of Jugoslavia. (Economic Research 
Department.) No. 1. 1931 

Nuovi Studi di Diritto, Economia e Politica. Rome. March-April 
1931. 

Revista de Ciencias Economicas. February 1931. Buenos Aires, 

La Riforma Sociale. March-April, May-June 1931. Turin. 

Rivista Internazionale di Scienze Sociali e Discipline Ausiliare. March 
1931. Milan. 

Socialist Standard, The. April-July, 1931. 


Statesman’s Year-Book. 1931. M. Epstein. Macmillan & Co. Ltd. 
Tutors’ Bulletin, The, April 1931. 
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School Notes 


Deaths. 


The School records with great regret the deaths of Sir Hugh Bell, 
Bart., C.B., a Governor of the School since 1907; Mr. W. J. H. Wittall, 
F.1.A., J.P., a Governor of the School since 1904; and Mr. Philip Burtt, 
who lectured on Railway Transport at the School from 1917 to 1928. 


Governors. 


Sir Henry Strakosch, G.B.E., has been co-opted a member of the 
Court of Governors and Council of Management of the School. 


Staff. 


The following promotions in, and appointments to, the regular staff of 
the School have been made as from 1st August, 1931: 


Promotions. 


Mr. R. H. Tawney, B.A., Litt.D., to be Professor of Economic 
History. 

Miss E. E. Power, M.A., D.Lit., to be Professor of Economic History. 

Mr. H. L. Beales, M.A., to be Reader in Economic History. 

Mr. H. Lauterpacht, Dr.Jur., D.Sc.Pol., LL.D., to be Lecturer in 
International Law. 


Appointments. 


Mr. T. F. T. Plucknett, M.A., LL.B., to be Professor of Legal History. 

Mr. M. M. Postan, M.Sc.(Econ.), to be Lecturer in Economic History. 

Mr. S. W. Rowland, F.C.A., LL.B., to be Part-Time Lecturer in 
Accounting. 

Miss S. Clement Brown, M.A., to be Tutor in Social Science. 

Mr. D. J. Llewellyn Davies, M.A., LL.B., to be Assistant in English 
Law. 

Mr. B. Magee, B.Com., A.C.A., to be Assistant in Commerce. 

Mr. H. A. Shannon, B.Sc.(Econ.), to be Assistant in Economic 
History. 

Mr. Brinley Thomas, M.A., Ph.D., to be Assistant in Commerce. 

Mr. B. A. Wortley, LL.B., to be Assistant in English Law. 

Miss E. L. Younghusband, to be Assistant in Social Science. 

Miss A. I. Richards, Ph.D., to be temporary Assistant in Anthropo- 
logy. 

Mn. E. E. Evans Pritchard, M.A., Ph.D., to be temporary Assistant 
in Anthropology. 
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Studentships. 


A Research Studentship, on the Ratan Tata Foundation, of the value 
of £200 a year in addition to tuition fees, tenable for one year with a 
possible extension to two years, will be awarded in October 1931. The 
holder of this Studentship will be required to investigate and write a 
report on some contemporary social or industrial problem, in general 
connected with the life and labour of the working classes. Candidates 
should apply to the Secretary of the School for a form of application, 
which should be completed and returned not later than September 12th, 
1931. 

A Research Studentship in Economics and Political Science of the 
value of £200 a year in addition to tuition fees tenable for two years, 
will be awarded in October or November 1931.” Candidates are asked 
to submit with their applications, either published work, prize essays, 
or written work bearing their names, or a detailed scheme of research 
on the subject proposed for investigation. 

Candidates should apply to the Secretary of the School for a form of 
application, which should be completed and returned not later than 
October 3rd, 1931. 


Metcalfe Studentship (for Women). 


The above Studentship, founded under the will of Miss Agnes Edith 
Metcalfe, is awarded annually by the University of London and is 
tenable at the London School of Economics. It is of the value of (at 
present) £100 for one year, and is open to any woman student who 
has graduated in any university of the United Kingdom. The student 
will be required to undertake research into some social, economic or 
industrial problem to be approved by the university. Preference will 
be given to a student who proposes to study a problem bearing on the 
welfare of women. Further particulars and application forms may be 
obtained from the Academic Registrar, University of London, South 
Kensington, by whom applications must be received not later than 
September ist, 1931. 


Award of Higher Doctorates. 


The Degree of D.Sc.(Economics), has been conferred upon Dr. David 
Mitrany for a thesis entitled ‘‘ The Land and the Peasant in Rumania.’’ 


—_ ar 


The Pure Theory of Money. 
A Reply to Dr. Hayek 


By J. M. KEvnes. 


I 


In an article recently published in Economica (August, 1931)’ 
Dr. Hayek has invited me to clear up some ambiguities of termi- 
nology which he finds in my Treatise on Money, and also other 
matters. As he frankly says, he has found his difference with 
me difficult to explain. He is sure that my conclusions are 
wrong (though he does not clearly state which conclusions), but 
he finds it ‘‘ extremely difficult to demonstrate the exact point of 
disagreement and to state his objections.’’ He feels that my 
analysis leaves out essential things, but he declares that ‘‘it is not 
at all easy to detect the flaw in the argument.’” What he has done, 
therefore, is to pick over the precise words I have used with a view 


to discovering some verbal contradiction or insidious ambiguity. 


I think I can show that most of my alleged terminological 


inconsistencies are either non-existent or irrelevant to my central 
theme. But when I have done this (which I will attempt in some 
short notes at the end of this article), I feel sure that I shall 
have made little or no progress towards convincing Dr. Hayek. 
For it is not really my use of language or the fact that my 
treatment falls far short of a complete analysis (as it certainly 


: - does) which is troubling him. It is something much more funda- 


mental, And after reading his article carefully, I have no doubt 
at all what it is. 


Il 


Dr. Hayek has seriously misapprehended the character of my 
conclusions. He thinks that my central contention is something 
different from what it really is. I deduce this from two passages 
in his article. The first (page 290, the italics are mine) is as 
follows : ‘‘ The fact that more (or less) money is being invested 
than is being saved is equivalent to so much money being added 

1 “ Reflections on the Pure Theory of Money of Mr. J. M. Keynes.” 
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to (or withdrawn from) industrial circulation, so that the total of 
profits, or the difference between the expenditure and the receipts 
of the entrepreneurs, which is the essential element in the second 
term of the fundamental equations, will be equal to the net addi- 
tion to (or subtraction from) the effective circulation. It is 
here, according to Mr. Keynes, that we find the monetary causes 
working for a change in the price level; and he considers it the 
main advantage of his fundamental equations that they isolate 
this factor.’’ The second passage is on page 292: ‘‘ The differ- 
ence (between us) seems to lie in the faet that Mr. Keynes 
believes that it is possible to adapt the amount of money in circu- 
lation to what is necessary for the maintenance of existing 
contracts without upsetting the equilibrium between saving and 
investing. But under the existing monetary organisation, where 
all changes in the quantity of money in circulation are brought 
about by more or less money being lent to entrepreneurs 
than is being saved,? any change in the circulation must be 
accompanied by a difference between saving and investing.”’ 

These quotations may be supplemented by a passage from 
Dr. Hayek’s Prices and Production (page 23) where he suc- 
cinctly states his own theory: “It is perfectly clear that, in 
order that the supply and demand for real capital should be 
equalised, the banks must not lend more or less than has been 
deposited with them as savings. And this means naturally that 
they must never change the amount of their circulation.* At 
the same time, it is no less clear that, in order that the price 
level may remain unchanged, the amount of money in circula- 
tion must change as the volume of production increases or 
decreases. The banks could either keep the demand for real 
capital within the limits set by the supply of savings, or keep 
the price level steady; but they cannot perform both functions 
at once,” 

Now the passages which I have ifalicised in the first of these 
quotations are far removed from the theory of my Treatise on 
Money. It is essential to that theory to deny these propositions 
—which Dr. Hayek puts in my mouth and, to judge from the 
second and third quotations, believes himself. No wonder that 
he finds many of my conclusions inconsistent with them. So 
long as a problem of this major magnitude is not cleared up 
between us, what is the use of discussing “‘ irritating ’’ termino- 
logy, which might not bother Dr. Hayek at all if he were 
not, for these excellent other reasons, looking for trouble? 


2 My italics. 3 My italics. 
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Dr. Hayek has missed, or at least does not discuss, the critical 
point at which our arguments part company. Having passed 
this by, but finding himself being led down strange and distaste- 
ful paths, he tries to prevent himself from being dragged along 
any further by representing the molehills in the pathway as 
mountains. 

Dr. Hayek holds himself, and implies that I also hold, that an 
act of monetary expansion—meaning by this a transference from 
the inactive deposits to the active deposits the total quantity of 
money being unchanged, or an increase in the total quantity of 
money the quantity of the inactive deposits being unchanged*— 
is not merely a possible cause of investment exceeding saving, 
but (1) that it is a necessary cause of this and (2) that the amount 
of the monetary expansion exactly measures the excess of invest- 
ment over saving and hence is exactly equal to the amount 
of profits (in my terminology). Wull Dr. Hayek reconsider two 
matters ?—(i) what passage can he quote from my Treatise 
which justifies him in attributing the above theory to me? (11) 
what proof can he offer which justifies him in holding it himself? 

In my Rejoinder to Mr. D. H. Robertson, published in the 
Economic Journal for September, 1931, I have endeavoured to 
re-state in a clearer way what my own theory actually is. If the 
total quantity of money be supposed constant, Dr. Hayek’s 
theory comes to the same thing as the theory that the excess of 
saving over investment is measured by the increase of the 
inactive deposits, which, in the above article, I have attributed 
to ‘‘ some readers ’’ though I did not then know that Dr. Hayek 
was among them. 

Since Dr. Hayek has not been alone amongst competent critics 
of my Treatise in falling into this misapprehension (or into some 
more subtle variation of it), it must be my own fault, at least 
in part. I suspect that it may be partly due to the fact that 
when I first began to work on Book III of my Treatise I believed 
something resembling this myself. My ceasing to believe it was 
the critical point in my own development and was the germ 
from which much of my eventual theory was worked out. It is 
extraordinary that I should not have made this clear, because i 
was acutely conscious of the difference of general outlook which 
the change of view involved; and after I had adopted this new 
view, I was at great pains to bring the rest of my work into line 


4 This is what his words mean in the first passage quoted above, but in 
the passage I have quoted from Prices and Production Dr. Hayek simplifies 
this (vide the words italicised) into an increase in the total quantity of 
money, but perhaps certain qualifications are to be understood. 
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with it. But traces of old trains of thought are not easily 
obliterated, and certain passages which I wrote some time ago, 
may have been unconsciously cast into a mould less obviously 
inconsistent with my own former views tham they would be if I 
were writing now. 

Yet I doubt if it is all my fault. For anyone brought up in the 
old Quantity-of-Money, Velocity-of-Circulation schools of 
thought, whether it be Cambridge Quantity Equations or Fisher 
Quantity Equations, this seems to be, for some obscure reason, 
a difficult transition to make. Indeed I found it so myself. If 
the true theory were what Dr. Hayek believes it to be, the 
transition would be easy. If, on the other hand, my theory is 
right, not only is the angle of approach different, but it is difh- 
cult to see just what the relationship is between the new view 
and the old. Thus those who are sufficiently steeped in the old 
point of view simply cannot bring themselves to believe that 
I am asking them to step into a new pair of trousers, and will 
insist on regarding it as nothing but an embroidered version of 
the old pair which they have been wearing for years. Even so, 
I could never have expected, if it had not been for more than one 
experience to the contrary, that a competent economist could 
read my Treatise carefully and leave it with the idea that it was 
my view that the difference between saving and investment 
could be exactly measured by changes in the quantity of money, 
whether it be,in the inactive circulation or the active circulation 
or the total circulation, corrected or uncorrected for changes in 
the velocity of circulation or the volume of output or the number 
of times intermediate products change hands. 

At any rate this—and not whether I may have used the word 
“investment ’’ in a different sense in one chapter from what I 
have in another—is the issue which Dr. Hayek and I ought to 
debate. He has taken as the self-evident basis of his theory 
(“it is perfectly clear that ’’ is his 6wn phrase) a proposition 
which I deny. But we have not hitherto got to grips, because 
any denial of his own doctrine has seemed to him so unthinkable, 
that even thousands of words of mine directed to its refutation 
have been water off a duck’s back, and whilst he notices that I 
hold conclusions inconsistent with it, he seems still unaware that 
I have disputed it from the outset. 

The point, put very briefly, is, firstly, that money may be 
advanced to entrepreneurs (directly by the banks, or through the 
new issue market or by the sale by them of their existing assets) 
either to meet losses or to provide for new investment, and that 
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statistics of the quantity of money do not enable us to distin- 
guish between the two cases ; and, secondly (to indicate a general 
principle by means of an illustration), that, if, desiring to be 
more liquid I sell Consols to my bank in exchange for a bank 
deposit and my bank does not choose to offset this transaction 
but allows its deposits to be correspondingly increased, the quan- 
tity of money is changed without anything having happened 
either to saving or to investment. 


Il 


It will be worth while to pursue the matter a little further. 
For reading Dr. Hayek’s Economica article in the light of his 
book Prices and Production, and re-reading Mr. Robertson’s 
Economic Journal article in the light of Dr. Hayek’s two contri- 
butions, I fancy that I see at last where the stumbling-block 
really is. Let me try, therefore, to bring matters to an issue by 
stating what I believe to be Dr. Hayek’s fundamental theory 
and by explaining how, if I am right that this is what he holds, 
it differs from my theory. I would add that Mr. Robertson’s 
original theory was, I think, substantially the same as that 
which I am imputing to Dr. Hayek; though Mr. Robertson 
may have now moved somewhat away from it. 

“Voluntary ”’ saving, according to Dr. Hayek, always finds 
its way into investment. This is so because (in his view’) an 
increase of saving means (cet. par.) a net increase of purchasing 
power directed to the buying of what I call “‘ investment goods ”’ 
but which Dr. Hayek calls “‘ intermediate products ’’’ and Mr. 
Robertson calls “‘ machines.’’* It does not, however, follow 
from this (Dr. Hayek continues) that voluntary saving and 
investment are always equal. For if the banking system increases 
the supply of money, additional funds will be available for 
investment in excess of the amount provided by voluntary saving, 
with the result that investment will exceed saving, and contrari- 
wise if the banking system decreases the supply of money. 


5 This is clearly assumed in pp. 45, 46, of his Prices and Production. Dr. 
Hayek must have overlooked the fact that it is fundamental to my position 
to deny this, because, if he had noticed something so much opposed to his 
own theory, he must surely have criticised it. I need not pursue my 
reasons here, as it is precisely the same point which has been the subject 
of discussion between Mr. Robertson and myself in the September Economic 
Journal, : 7 

6 Dr. Hayek not only implies that an increase of purchasing power 
directed as the result of an increase of saving to the buying of intermediate 
products must be spent on newly produced intermediate products, but also 
on newly produced intermediate products which would not have been pro- 
duced otherwise. At least I cannot make sense of Chapter II of his Prices 


and Production except on this assumption. 
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Thus, in his view, a disequilibrium between saving and invest- 
ment is necessarily the result of action on the part of the banking 
system,’ and, if we start from a position of equilibrium, cannot 
possibly arise otherwise. Sometimes he assumes that the excess 
(or deficiency) of investment is exactly equal to the change in 
the quantity of money—though there are passages in his Prices 
and Production which seem to me to be inconsistent with this— 
in which case investment is equal to voluntary saving plus (or 
minus) the change in the quantity of money. Investment due to 
an increase in the quantity of money involves the public in a 
corresponding amount of what may be called ‘‘ forced ”’ saving. 
Thus (to quote from Dr. Hayek’s Prices and Production, page 
45) ‘‘ a transition to more or less capitalistic methods of produc- 
tion . . . may come about in one of two ways: either as a 
result of changes in the volume of voluntary saving (or its 
opposite), or as a result of a change in the quantity of money 
which alters the funds at the disposal of entrepreneurs for the 
purchase of producers’ goods.’’ ‘Thus it is only a departure 
on the part of the banking system from what Dr. Hayek calls 
neutrality, which is capable of upsetting the equilibrium between 
saving and investment, and holding this view Dr. Hayek 
naturally asks me (ECONOMICA, page 293) : ‘‘ How can the (new) 
money get into circulation without creating a discrepancy between 
saving and investment ?”’ 

Thus Dr. Hayek conceives of the flow of purchasing power 
as being made up of the incomes (how defined I do not know, i.e. 
whether equal to my EF or my E+Q or to neither) of the factors of 
production plus the new money® (if any) created by the banking 
system. This double stream is then divided between consumers’ 
goods and producers’ goods. If saving is increased, less purchas- 
ing power is directed towards consumers’ goods with the result 
that their price falls. At the same time more purchasing power 
must be directed pari passu towards producers’ goods with the 
result that—I am not sure at this point whether Dr. Hayek holds 
that their price rises or that the quantity produced is increased or 
that a different kind of producers’ goods is produced, but the 
argument of Prices and Production, Chapter II, seems to require 


7It should be explained to those who have not read Dr. Hayek’s book 
that he does not regard as “ action’ on the part of the banking system, i.e. 
as a departure by them from neutrality, changes in the quantity of money 
required to offset changes in the velocity of circulation or in the number of 
times that intermediate products change hands before reaching the 
consumer. 

8 Beyond what is required to offset changes in the velocity of circulation 
and in the number of times that intermediate products change hands. 
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that there will be an output of a different kind of producers’ 
goods.* 

Dr. Hayek concludes—and indeed it follows if one allows him 
his initial assumptions—that the necessary condition of avoiding 
Credit Cycles is for the banking system to maintain the effective 
quantity of money (interpreting this in Dr. Hayek’s quite in- 
telligible sense) absolutely and for ever unaltered. 

My analysis is quite different from this; as it necessarily 
must be, since, in my view, saving and investment (as I define 
them) can get out of gear without any change on the part of the 
banking system from ‘“‘ neutrality ’’ as defined by Dr. Hayek, 
merely as a result of the public changing their rate of saving or 
the entrepreneurs changing their rate of investment, there being 
no automatic mechanism in the economic system (as Dr. Hayek’s 
view would imply there must be) to keep the two rates equal, 
provided that the effective quantity of money is unchanged. 

As I conceive it, a changing price-level—due to a change in 
the relation between saving and investment, costs of production 
being unchanged—merely redistributes purchasing power be- 
tween those who are buying at the changed price-level and 
those who are selling at it, as compared with what would have 
happened if there had not been a change in the relation between 
saving and investment. I am not sure that Dy. Hayek sees 
clearly the two sides of the account. Has he, moveover, appre- 
hended the significance of my equation S+Q=I, namely that 
savings plus profits are always exactly equal to the value of new 
investment? It follows from this that, if we define Income to 
include Profits, and Savings as being the excess of Income 
thus defined over expenditure on consumption, then Savings and 
the Value of Investment are identically the same thing. He 
appears to conceive of Savings and Investment as not being 
identical and yet shrinks from defining them accordingly. 

Dr. Hayek and Mr. Robertson both make use of the term 
‘saving ’? or ‘‘ voluntary saving.’’ But though they criticise 
my definition of ‘‘ saving,’? I am not aware that they have 
precisely defined it themselves. I think that it might help the 
debate to get on if Dr. Hayek would consider exactly what he 
means by ‘‘ voluntary saving ’’ on page 45 of his Prices and 
Production. It is argued that it is paradoxical on my part to 
exclude windfall profits and losses from my definition of income. 


9 Vide page 45: ‘‘ A transition to more capitalistic methods of production 
will take place if the total demand for producers’ goods (expressed jn money) 
increases relatively to the demand for consumers’ goods. 
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But I suggest that it is still more paradoxical to include them 
in income; for in this case, given the value of the current output 
of investment goods, the amount of the community’s income 
depends on how much it is saving, since any increase (or de- 
crease) in ‘‘ voluntary ’’ saving will have the effect of decreasing 
(or increasing) the community’s income by an equal amount. 


IV 


The reader will perceive that I have been drifting into a review 
of Dr. Hayek’s Prices and Production. And this being so, I 
should like, if the Editor will allow me, to consider this book a 
little further. The book, as it stands, seems to me to be one 
of the most frightful muddles I have ever read, with scarcely a 
sound proposition in it beginning with page 45, and yet it 
remains a book of some interest, which is likely to leave its 
mark on the mind of the reader. It is an extraordinary example 
of how, starting with a mistake, a remorseless logician can end 
up in Bedlam. Yet Dr. Hayek has seen a vision, and though 
when he woke up he has made nonsense of his story by giving 
the wrong names to the objects which occur in it, his Khubla 
Khan is not without inspiration and must set the reader thinking 
with the germs of an idea in his head. 

My notion of the real nature of the contribution to economic 
theory which Dr. Hayek is making brings me back, however, 
to what seems to me to be the underlying cause of the second 
vein of discontent with myself running through Dr. Hayek’s 
Economica article. Dr. Hayek complains that I do not myself 
propound any satisfactory theory of capital and interest and 
that I do not build on any existing theory. He means by this, I 
take it, the theory of capital accumulation relatively to the 
rate of consumption and the factors which determine the natural 
rate of interest. This is quite true; and I agree with Dr. Hayek 
that a development of this theory would be highly relevant to my 
treatment of monetary matters and likely to throw light into 
dark corners. It is very possible that, looking back after a satis- 
factory theory has been completed, we shall see that the ideas 
which Bohm-Bawerk was driving at, lie at the heart of the 
problem and that the neglect of him by English pre-war econo- 
mists was as mistaken as their neglect of Wicksell. But there is 
no such theory at present, and, as Dr. Hayek would agree, a 
thorough treatment of it might lead one rather a long way from 
monetary theory. Nevertheless, substantially I concede Dr. 
Hayek’s point. I agree with him that a clear account of the 
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factors determining the natural rate of interest ought to have a 
place in a completed Treatise on Money, and that it is lacking in 
mine : and I can only plead that I had much to say for which 
such a theory is not required and that my own ideas about it 
were still too much in embryo to deserve publication. Later on, 
I will endeavour to make good this deficiency. 

Now it is precisely to this theory that Dr. Hayek seems to me 
to be attempting to contribute in Lecture II of his Prices and 
Production. In this lecture he has been proceeding, so far as I 
can make out, on some such tacit assumption as that at every 
moment of time the market rate of interest is equal to what the 
natural rate of interest would be if the prevailing relationship 
of capital to consumption were to be permanent, and if entre- 
preneurs were acting on this latter assumption, without other 
errors of forecasting ; and he then considers what would happen 
in an economic organisation satisfying the above assumption 
when the rate of new investment in fact fluctuates. 

At least, I have found no other interpretation which makes 
sense of the argument, or leaves it anything but a series of 
baffling non-sequiturs. If I am wrong, I hope that some autho- 
rity, such as Professor Robbins, who is confident that he under- 
stands what Dr. Hayek means in pages 45-64 of his book, will 
act as an interpreter. If I am right, it would follow that Dr. 
Hayek is not here dealing with the case, with which I was 
mainly pre-occupied, of what happens when the market rate of 
interest departs from the natural rate, and that our theories 
occupy—as I believe they do—different terrains. A little con- 
sideration of his problem, however, brings out the point that 
the term ‘‘ natural rate of interest ’’ is not altogether free from 
ambiguity. I have defined it by reference to the rate which 
would at any moment equalise saving and investment, after 
taking account of the existing psychology of the market, includ- 
ing errors of forecasting, and irrespective of whether or not the 
then prevailing rate of investment is expected to be permauent. 
We might call this the ‘‘ short-period’’ natural rate. But 
clearly there is also the other type, namely that envisaged by 
Dr. Hayek, which we might call the ‘“‘ long-period’ natural 
rate. It seems to me that Dr. Hayek’s methods may be suitable 
for analysing some of the conditions which determine this ‘‘ long- 
period ’’ natural rate of interest. 

I am in full agreement, also, with Dr. Hayek’s rebuttal of 
John Stuart Mill’s well-known dictum that “ there cannot, in 
short, be intrinsically a more insignificant thing, in the economy 


396 ECONOMICA [NOVEMBER 
of society, than money,’’ which he expresses admirably in the 
following passage from his last lecture (p. 110): “‘it means 
also that the task of monetary theory is a much wider one than 
is commonly assumed; that its task is nothing less than to 
cover a second time the whole field which is treated by pure 
theory under the assumption of barter, and to investigate what 
changes in the conclusions of pure theory are made necessary 
by the introduction of indirect exchange. The first step towards 
a solution of this problem is to release monetary theory from the 
bonds which a too narrow conception of its task has created.”’ 


Vv 


There remain Dr. Hayek’s criticisms of my use of terms, on 
which I offer the following notes : 


(x) It is not the case, as Dr. Hayek alleges on the top of 
page 274, that I contrast with the prices paid for the factors of 
production only the prices of finished consumption goods. Dr. 
Hayek forgets that ‘‘ new investment goods ’’ include, on my 
definition, unfinished consumption goods. Nevertheless, Mr. 
Hawtrey has pointed out to me that changes in the values of 
unfinished goods largely cancel out in my price-level of output. 
“Tt is only,” he points out, ‘fin the case where the increment 
of investment includes some net addition to the stock of un- 
finished products that the price-level in Mr. Keynes’ funda- 
mental equations reflects the prices of unfinished products at all, 
and in the case where there is a net reduction in the stock of 
unfinished products the price-level is influenced in the contrary 
direction to the prices of intermediate products. Practically we 
can treat Mr. Keynes’ price-level as the price-level of finished 
goods, subject only to a slight correction for unfinished products 
in certain cases.’? Thus this point deserved more explanation 
than I gave it in my book. : 

(2) Is Dr. Hayek’s point at the bottom of page 275 and the 
top of page 276 that I ought to include in my Q, profits arising 
from the ownership of old capital goods which have risen in 
value as well as those arising from currently produced capital 
goods? For certain purposes I should see no objection to amalga- 
mating the two types of profit ; but for other purposes, in particu- 
lar where we are dealing with the price-level of output (which 
by its very nature distinguishes new capital from old capital) 
it 1s obviously necessary to distinguish them. 

(3) It is not the case that I separate the process of the repro- 
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duction of the old capital from the addition of new capital 
(pa78): 1 reckon the wearing out of old capital as “‘ disinvest- 
ment fe and its replacement as ‘‘ investment,’’ and allow for this 
in reaching my totals of net output and of net investment. 

(4) In the first paragraph of page 279 Dr. Hayek perhaps 
overlooks my distinction between the cost of investment and the 
value of investment. But both here and elsewhere (p. 281) 
Dr. Hayek also criticises the conception of “quantity of capital’ 
as being invalid on the ground that the different types of specific 
goods constituting capital are not always identical, and when 
non-identical are non-commensurable. But this is simply the 
same problem as that of the conception of ‘‘ price-level ’’ and the 
associated conception of real-wages when the complex of goods 
refers to changes in its make-up. ‘This I have discussed at great 
length in Book II of my Treatise, and it arises of course in all 
types of monetary theory alike. 

(5) An examination of the context to which Dr. Hayek refers 
in the first half of page 281 shows that the one refers to the 
value of current investment, and the other to the value of total 
investment. 

(6) I confess to the verbal confusion of which Dr. Hayek 
complains at the bottom of page 281. The object of the definition 
on page 130, as can be seen from the context, is to distinguish 
between the output of consumption-goods, as defined on page 127 
and, by implication, on page 135, which includes only finished 
consumption-goods coming on the market, from the production 
of consumption-goods which represents the work done during 
any period on goods which will eventually emerge as consump- 
tion-goods. Unluckily, while I speak of the production of con- 
sumption-goods in the first section of the paragraph in question, 
in the second sentence I speak of ‘‘ that of consumption-goods,”’ 
not noticing that grammatically that refers back to the expres- 
sion “‘ output or production,’’ used four lines previously in 
connection with “‘ capital goods.’’? If Dr. Hayek will read “ the 
production of consumption-goods ”’ (instead of “‘ that of con- 
sumption-goods ’’) in the second sentence of the paragraph as 
well as in the first sentence his mind will be at rest. This is a 
slip of the pen which may, I fear, have held up many readers for 
a moment. But that it should have left Dr. Hayek in a perma- 
nent confusion as to what I mean by ‘‘ output of consumption- 
goods’? on page 135 and throughout my book 1s. a symptom, 
I feel, of how thick a bank of fog still separates his mind from 


mine. 
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A Rejoinder to Mr. Keynes 


By F. A. von HAYEK 


As I have received the text of the preceding note too late to 
complete in time for this issue of Economica the second part of 
my more systematic Reflections, in the preparation of which I 
had hoped to profit from Mr. Keynes’ explanations, I shall 
confine myself here to some direct comments on the preceding 
note and reserve the treatment of all problems which I had not 
yet taken up in my main article for its second part. Unfortu- 
nately, Mr. Keynes’ answer does not seem to me to clear up 
many of the difficulties I have pointed out, or indeed to improve 
the basis for further discussion. Instead of devoting his answer 
mainly to clearing up the ambiguities which I have indicated 
carefully and in detail, and the existence of which he cannot 
deny, he replies chiefly by a sweeping accusation of confusion, 
not in my critical article, but in another work, and even here I am 
unable to reply as he does not specify my confusions in any single 
case. I am bound to say that while I am very ready and indeed 
eager seriously to consider any definite criticism which Mr. 
Keynes may care to make, I cannot see what possible end is 
served by an unproved condemnation of my views in general. 
I cannot believe that Mr. Keynes wishes to give the impression 
that he is trying to distract the attention of the reader from the 
objections which have been raised against his analysis by 
abusing his opponent, and I can only hope that after my critical 
article has appeared in its entirety he will not only try to refute 
my objection somewhat more specifically, but also to substantiate 
his counter-criticism. 

For the present, I can only draw his attention anew to certain 
apparent confusions in his exposition and terminology which 
he has not cleared up in his reply; and which in spite of what 
he has said still seem to me to lie at the root of his general 
position. It is a regrettable fact that in none of the cases in 
which I have shown that several interpretations of the meaning 
of his exposition are possible has he explained decisively which 
of these interpretations is to be considered as authoritative. He 
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has failed to elucidate his concept of Investment. I am as 
much at a loss as ever to see what it means exactly (cf. p. 280 
of my article). The same thing is true of his concept of profits. 
Indeed, until he has elucidated the concept of investment I do 
not see how he can be clear in his use of the term profit: Isa 
change in the value of existing capital investment or is it profit ? 
Again, is interest regularly part of the “‘rate of efficiency 
earnings of the factors of production’? If so, how is the 
average between the earnings of capital and of the other factors 
of production to be arrived at? If not (as one would assume 
from the passage on p. 211 of Vol. I of the Treatise) where else 
does interest come into the picture? Investment necessarily 
implies that the result of the expenditure of one period has 
often to be sold in a period which is either shorter or longer 
than that period (cf. p. 276 of my article), The E which 
represents cost of production of current output need not be 
identical with the E that stands for current income, How is 
this fact taken into account in the fundamental equations? Is 
the formula which I have substituted for P’, for which Mr. 
Keynes gives no formula, a correct interpretation of his inten- 
tions (p. 283 of my article)? All these are questions which 
must be answered if Mr. Keynes wants the reader to understand 
what he means. I should have expected that an author who has 
been shown that almost all his fundamental concepts are am- 
biguous, and that some are even defined in several flatly contra- 
dictory ways, would have been more anxious to make clear in 
exactly what sense he wants them to be understood. Is it not 
the ieast we can ask from him that at any rate at this stage he 
should commit himself to a definite and unequivocal definition 
of his concepts? 

But to come to what Mr. Keynes considers, probably justly, 
to be the main point of our differences. It is quite true that 
while I have pointed out that Mr. Keynes does not consistently 
adhere to the idea that a discrepancy between saving and 
investing’ can only arise as a consequence of a change in the 
effective quantity of money, I have assumed that this is essen- 
tially what he means when he speaks about money exceeding 
(or falling short of) investment. I have been compelled to do 
so because I have been unable, and indeed still am unable, to 


1Tf it is not accompanied by an exactly reverse discrepancy between the 
demand for consumption goods and the cost of current output of consump- 
tion goods, in which case, of course, it is nothing but the only effective 
method of bringing about a shift between the production of consumption 
goods and the production of investment goods. 
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detect in his Treatise or his subsequent elucidations any other 
tenable explanation of this phenomenon, and because I refused 
to believe, as I am afraid I must now believe, that Mr. Keynes 
could possibly consider his analysis of the relation between 
profits and investment an independent and sufficient explanation 
of how this discrepancy arises. 

As I understand him now, his position is that an excess of 
saving over investment will arise when part of the saving, in- 
stead of being used for new investments, is used to make up for 
losses.?. Let us take the simplest case whith according to his 
assumption would fall into this category. If an entrepreneur 
who fails to earn his expected normal entrepreneur’s wages cuts 
down his personal expenditure accordingly—to the extent to 
which his expenditure fell below his ‘‘ normal” wage, this 
would constitute saving in Mr. Keynes’ terminology (Vol. I, 
p. 139)°and continues to pay out on costs of current output as 
much as before, then these ‘‘ savings ’’? would not lead to corre- 
sponding investing. This is no doubt true as a consequence of 
the definition of the concept chosen, but it explains neither how 
the excess of saving over investing, nor how the windfall losses 
arose, but only that both are ex definitione identical. ‘To say 
that the excess of saving over investment is the cause of the 
losses (or the reverse) has no sense whatever. There exists only 
the kind of disequilibrium which has been supposed to exist at 
the outset when the hypothesis that the entrepreneurs were 
making windfall losses was introduced, and he does not adduce 
any reason for assuming that the original and unspecified cause 
of the losses would be eliminated by the banking system making 
up for the difference by lending more to investors. And, what 
is worse, this description of the relation between “‘ profits,’’ 
““money,’’ and ‘‘ investment ’’ respectively in no way explains 
how it is possible that ‘‘ windfall, profits’? as a difference 
between “‘ saving’ and ‘“‘ investing ’’ can arise so long as the 
effective quantity of money does not change. So long as-the 


2 The second of the two cases to which he refers above (pp. 390-1) is adduced 
to show that a change in the quantity of money may take place without any 
influence on either saving or investment. But this it does not prove, for a sale 
of securities to a bank in order to use the proceeds to improve liquidity 
(i.e. to hoard) does not change the effective quantity of money (in the sense 
of the concept on which we seem to be agreed, cf. p. 393 above). 

’ That a man, who does not spend more than he earns, though he had 
expected to earn more, should be said to perform saving, can hardly he 
called anything but an abuse of ordinary language. The question whether 
there is any reason to desire that any new investment should correspond to 


such “saving ” I shall investigate in some detail in the second part of my 
main article. 
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money goes somewhere and is not hoarded and no new money 
is added (and this is what is meant by the assumption that 
the effective quantity of money is constant) it is difficult to 
see how there can arise that difference between the total expendi- 
ture and the total receipts of entrepreneurs which alone can create 
total profits in Mr. Keynes’ sense.‘ 

But what does it actually mean if part of current savings is 
used to make up for losses in the production of consumption 
goods—either directly by the method assumed above or 
indirectly by the entrepreneurs who suffer losses selling part of 
their illiquid assets to the savers? It must mean that though 
the production of consumers’ goods has become less profitable, 
and that though at the same time the rate of interest has fallen 
so that the production of investment goods has become relatively 
more attractive than the production of consumption goods, yet 
entrepreneurs continue to produce the two types of goods in the 
same proportion as before. What justification can there be for 
this assumption? Mr. Keynes’ assertion that there is no auto- 
matic mechanism in the economic system to keep the rate of 
saving and the rate of investing equal (p. 393 above) might with 
equal justification be extended to the more general contention 
that there is no automatic mechanism in the economic system 
to adapt production to any other shift in demand. I begin to 
wonder whether Mr. Keynes has ever reflected upon the function 
of the rate of interest in a society where there is no banking 
system, 

All this, of course, is just another consequence of the 
fact which I have noted already in my original article, that 
Mr. Keynes seems never to have been concerned to study the 
fundamental non-monetary problems of capitalistic production. 
He now contends that we have no satisfactory theory of capital. 
To a certain extent, I should be quite willing to concede this 
point. But the obvious answer, of course, is that even if we have 
no quite satisfactory theory we do at least possess a far better one 
than that on which he is content to rely, namely that of Béhm- 
Bawerk and Wicksell. That he neglects this theory, not because 
he thinks it is wrong, but simply because he has never bothered 
to make himself acquainted with it, is amply proved by the 


4The only reason why entrepreneurs as a group could make profits 
in the ordinary sense of the word under this assumption would be because 
of changes in the value of existing capital, that balancing factor between 
current reccipts and current expenditure which I have dealt with on 
page 276 of my article; but this phenomenon Mr. Keynes consistently 
neglects. 
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fact that he finds unintelligible my attempt to develop certain 
corollaries of this theory—corollaries which are not only essential 
for the very problem we are discussing, but which, as experience 
has shown me, are immediately intelligible to every student who 
has ever studied Bohm-Bawerk or Wicksell seriously. 

To reply on just one special point. I cannot see any difficulty 
in defining saving (or “‘ voluntary ’’ saving, which, of course, in 
Mr. Keynes’ sense is the only saving because ‘‘ forced saving ”’ 
is only investment in excess of saving) in the old-fashioned way 
as refraining from any expenditure on consumption which would 
be possible without diminution of the value of the existing 
capital.* His objection to it (pp. 392-3 above) is in the first place 
based on the a priori assumption that an increase of saving and 
the consequent lowering of interest will have no effect on the 
current output of investment goods. This is an entirely arbitrary 
assumption. I think that if Mr. Keynes had for a moment re- 
flected on what happens normally when saving increases and no 
special circumstances prevent investment from increasing at an 
equal rate (and, I think, even he cannot deny that this is some- 
times the case) he could not have failed to see that only special 
monetary factors (hoarding or a direct increase or decrease of 
the quantity of money) could prevent such a change in saving 
from exerting a direct influence in the same direction on the 


5 Immediately before.the passage corresponding to the one on page 45 to 
which Mr. Keynes refers above, in the German edition of Prices and Produc- 
tion which appeared some weeks ago, and which was therefore finished 
long before I saw Mr. Keynes’ note, I have inserted an additional paragraph 
which might clear up some of his doubts on my concept of saving and 
which, therefore, it might be useful to reproduce here in English : ‘‘ Whether 
production will retain its present capitalistic structure will therefore depend 
upon whether the proportion between the amount of money used to demand 
producers’ goods and the amount of money used to demand consumers’ 
goods remains the same. How any change of this proportion will lead to a 
change of the capitalistic structure of production will be shown in the follow- 
ing paragraphs of this chapter and in the following chapter. There is, how- 
ever, one more point which needs some élearing up before we can enter 
upon that discussion. One might be tempted to consider any new invyest- 
ment in a firm as a net increase of the means available for production, 
and to overlook the fact that in the normal course of business always a 
great number of firms not only make no profit but suffer actual losses, and 
are therefore unable to reinvest in its production constantly an amount 
equivalent to the cost of their current output. This will, for instance, be 
regularly the case in industries which decline as a consequence of a change 
in technique or in fashion. In this case, in order to maintain the relative 
demand for producers’ goods at its existing level it is necessary that these 
losses be made up by new savings, for instance from the industries which 
gain in consequence of the same change. Only the part of the current 
savings which exceeds the amount necessary to make up for these losses, 
or net savings, must therefore be considered as an addition to the demand 
for producers’ goods, and where I use the expression savings in the follow- 
ing pages this means always only net savings in this sense.’’—Preise und 
Produktion, Vienna, 1931, p. 49. 
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rate of investing. But even granted (posito, non concesso) that 
this is not the case, it is not clear why the total income (including 
profits) should fall as a consequence of saving. When producers 
of consumption goods suffer losses because buyers save part of 
what they used to spend on consumption goods, but go on to 
produce the same amount as before and make up the losses by 
borrowing from the savers, it is impossible to see how total 
income (in the wider sense) should be decreased. 

With Mr. Keynes’ concept of the natural rate of interest and 
several other closely related matters which are touched upon 
in his note I shall deal in the second part of my main article. 
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Cabinet Government at the Accession 
of Queen Victoria 


By W. Ivor JENNINGS. 
(Reader in English Law in the University of London.) 


i) 


At six o’clock on the morning of June 2oth, 1837, a young lady 
of eighteen was awoke by her mamma and got out of bed and 
went into her sitting-room (only in her dressing-gown) and alone, 
and was told that she was Queen.’ So began a reign, lasting 
into the next century, in which the general principles of Cabinet 
Government were laid down by the gradual growth of usage and 
its recognition as custom. ‘The details of that development are 
becoming familiar to us with the publication of the Letters of 
Queen Victoria.” But their understanding depends upon an ade- 
quate examination of the working of Cabinet Government at 
the Queen’s accession. 

This is not, however, the only reason for choosing 1837 for the 
date of such an examination. It happens to be an excellent date 
in other respects. It is five years from the passing of the Reform 
Bill. The Whig Ministry which passed it was still in power, 
though the Cabinet had been considerably modified through the 
resignation of Lord Stanley, Sir James Graham, and the Duke 
of Richmond, and the retirement of Earl Grey in 1834. ‘The 
second Reformed Parliament had* been in existence for three 
years. Thus 1837 is neither too early nor too late to discover 
the immediate effects of the Reform Act upon constitutional con- 
ventions. 

Further, the country had at last returned to two-party govern- 
ment. Since the death of Pitt in 1806 and the confusion of 


1 Letters of Queen Victoria, 1st Series, Vol. I, p. 97 (hereinafter referred to 
as Letters). 

2 Ist Series (1837-1861) edited by A. C. Benson and Viscount Esher, pub- 
lished in three volumes in 1907 (all references are to the Library edition) ; 
and Series (1862-1885) edited by G. E. Buckle, published in three volumes 
in 1926-8; 3rd Series (1886-1901) edited by G. E. Buckle, in course of 
publication : Vol. I published 1930. Vol. II, 1931. 


404 


1931 | CABINET GOVERNMENT OF QUEEN VICTORIA 405 


parties due to the Ministry of All the Talents, the Constitution 
had been working (not very well) under the group system. But 
with the absorption of the Canningites into the Whig Party in 
1830 and the defection of the more conservative elements of that 
party in 1834, the Whigs had become as homogeneous as any 
progressive party can ever hope to be. On the other side, Sir 
Robert Peel had succeeded in wooing the Ultra-Tories from the 
sulks into which Catholic Emancipation had driven them, and 
was working hand in hand with Stanley and Graham. Thus 
the Tories needed only the stimulus of office to make them into 
that first Conservative Party which the Repeal of the Corn Laws 
broke up in 1846. 

There was, of course, the heterogeneous group of Radicals, 
Repealers, and others, who owed no allegiance to the Whigs, 
and who were large enough to defeat the Government in com- 
bination with the Conservatives. But Peel had not learned 
the tactics of opposition, and refused to combine with the 
Radicals to oust the Government. On all ‘‘ Liberal ’’ measures, 
the Government could count on the support of the Radicals, and 
on all ‘‘ Conservative ’’ measures could depend on Peel. Thus 
in 1837 there was a modified form of two-party government. 

This does not, however, exhaust the advantages of the Queen’s 
accession as a date at which to study the working of the 
Constitution. Blackstonian self-satisfaction had passed away in 
the Napoleonic wars. The Conservatives, so far as they had any 
political principles except the sanctity of property, belonged to 
the School of the Whig Burke. On the other hand, the disaffec- 
tion of Lord Durham and the ousting of Lord Brougham had 
brought the new Whigs back to the old. Melbourne and Palmer- 
ston were more Conservative than Peel and Graham. Even little 
Johnny Russell was now ‘‘ Finality Jack.” Benthamism had 
made hay in the years which followed the Reform Act. But the 
next mowing was not to be held until the Radicals had converted 
the Whigs into Liberals. Politics had become static again. Even 
the repeal of the Corn Laws merely indicated that the leaders of 
the two parties held fundamentally the same opinions, ‘The 
Oxford Movement was only just beginning; Herbert Spencer 
was seventeen years old; more than twenty years were to elapse 
before the world was to see the Origin of Species and Mill’s 
Essay on Liberty. The eighteenth century had died, the estate 
had been fully administered, but the heir was not yet of age. 

We propose, therefore, to study the conventions of the Con- 
stitution as Viscount Melbourne taught them to the young 


406 ECONOMICA [ NOVEMBER 


Queen. For this purpose we must examine such public docu- 
ments as are readily available in biographies and published 
correspondence. ‘‘ All the political part of the English Constitu- 
tion,’’? said Melbourne in 1841,° ‘‘is fully understood, and 
distinctly stated in Blackstone and many other books, but the 
Ministerial part, the work of conducting the executive govern- 
ment, has rested so much on practice, on usage, on understand- 
ing, that there is no publication to which reference can be made 
for the explanation and description of it. It is to be sought in 
debates, in protests, in letters, in memoirs, and wherever it can 
be picked up.”’ 


hus 
Tue Housk oF COMMONS AND THE ELECTORATE. 


The character of the constituencies which elected members to 
the unreformed Parliament is too well known to need much illus- 
tration.* In the counties the electors were the forty-shilling 
freeholders : and so long as there was any considerable number 
of small owners, county elections were more or less open. But 
this class had almost entirely disappeared as a result of the 
Enclosure movement, and many counties had come within the 
‘interests’? of great lords.° - The boroughs varied from the 
“open ’’? boroughs, like Westminster and Preston, where every 
householder had a vote, to such boroughs as Old Sarum, where 
the owner of a few pieces of burgage land returned his two mem- 
bers. The result was that Charles Grey could assert in the 
House of Commons that a majority of members was returned by 
160 persons.° 

It is possible that under the Stuarts the system of representa- 
tion was not unfair. It is clear that from Charles II to Queen 
Anne, Parliament mirrored faithfully the only public opinion 
which mattered.’ Public opinion was then the opinion of the 
agricultural interest and of the merchants. In both respects it 
was represented in the House of Commons. But Walpole and 
the Duke of Newcastle evolved the science of ‘‘ management.’’ 
The Nabobs and ambitious persons like the Grenvilles began 


3 Letters, 19t Series, Vol. I, p. 449. 

4See Porritt, The Unreformed House of Commons. 

5 Cf. Brougham’s unsuccessful attacks on Lord Lonsdale’s ‘‘ interest ”? in 
Westmorland in 1818, 1820, and 1826: A. Aspinall, Lord Brougham and the 
Whig Party, pp. 86-92, 174. ‘‘ Since 1774 no one had ever dared to challenge 
Lord Lonsdale’s right to elect two members for the county.”’ 

6 C. S. Parker, Sir Robert Peel, from his Private Papers, ii, p. 173; J. R. M. 
Butler, The Passing of the Great Reform Bill, p. 16. 

7G. M. Trevelyan, Lord Grey of the Reform Bill, pp. 264-5. 
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buying re) interests.” The Industrial Revolution created the 
new middle class in the mushroom towns of the North. Most of 
the boroughs ceased to represent any opinions except those of 
their owners, while the politically-minded industrialists of the 
North were unrepresented except, possibly, as freeholders in the 
counties. The fight for Reform was a middle-class struggle for 
a representation which, asa class, it had lost. This middle class, 
moreover, was the most incorruptible. The concentration of 
representation in the hands of ‘‘ influence ’’ gave powers to a 
class which was very susceptible to pressure and bribery from 
the Crown. Thus the decrease in the representative character 
of our institutions gave added strength to a strong Minister 
or a strong King. Places and honours kept men faithful to the 
King. The goodwill of a few men kept a majority in the House 
of Commons. Not only, therefore, was a large section of opinion 
almost unvocal, but such voice as it could give was drowned in 
the clamour that surrounded the King. 

It took many years for the unfranchised middle class to realise 
that things might be altered. Defects in a Constitution are 
seldom realised by those who live under it. Even the French 
Revolution had little effect. No doubt it gave birth to The 
Rights of Man. But its excesses were not good advertisement 
for its principles to a body which has always been called sober 
and respectable. The effect of the Revolution was to make the 
Liberal-minded Burke a stark reactionary, to drive out all 
thought of Reform from Pitt’s head, to divide the Whigs for 
forty years, and so to delay Reform for a generation. 

Francis Place, whose knowledge of the currents of public 
opinion was greater than any which the close net-work of spies 
had been able to give Pitt, dated the development of middle- 
class opinion in favour of Reform from the trial of Queen Caro- 
line in 1820.® It ‘‘ lowered royalty and the aristocracy of privi- 
lege in the eyes of the middle and lower classes, by exposing 
their disreputable and unromantic privacies to public comment.”’ 
Between 1820 and 1830 it grew rapidly. In 1830 the fire sud- 
denly burst into flame. The Whigs found that Reform was the 
one subject which united them with the Canningites, and they 
made it the chief item of their policy. They began an agitation 
in the country. But Cobbett for twenty years had been 
travelling the country telling men that all their troubles were 
due to unrepresentative institutions. And the Political Unions 
sprang up without any stimulus from the official Whigs. The 


8 J. R. M. Butler, op. cit., p. 38. 
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Whigs merely provided a mouthpiece for the expression of a 
demand which already existed. 

This in itself was a constitutional innovation. The Tories 
had never relied upon popular support; they had never desired 
or believed in popular support. The representative prin- 
ciple was not part of the Tory theory of the Constitution. 
Burke’s theory, as set forth in his Letter to the Sheriffs of 
Bristol, was that the member was not to represent the views of 
his constituency, but to give his vote as he thought fit in accord- 
ance with the facts and arguments which wére put before him 
in the House. And Burke, a Rockingham Whig, had become 
since his quarrel with Fox the prophet of the Tories. ‘“‘ We are 
here to consult the interests, not to obey the will of the people, 
if we honestly believe that will conflicts with those interests,’’ 
said Peel in 1831.° 

And since it was not public opinion which mattered, but only 
the ‘‘ interests ’’ of those who controlled elections, there had 
been no organisation of voters. There were no _ political 
‘“ parties ’’ in the sense of organisations of electors. The Tory 
and Whig parties were collections of great men to one of which 
every member of the upper classes attached himself according 
to family connection or ambition or even sentiment. Even the 
county elections were aristocratically organised. The candidate 
cultivated the friendship of the squires, and the squires brought 
their servants, tenants, and dependants, so far as they were 
forty-shilling freeholders. The “ interest’ of the squire was 
obtained partly by reason of his party connection, partly by the 
judicious distribution of honours, places and pensions. 

O’Connell proved in 1826 that with proper organisation of the 
electorate a county election need not be determined by the county 
families. The consternation in the Tory camp when at the 
1826 election the electors were urged by O’Connell’s organisa- 
tion, aided by the priests, to vote against their landlords was 
great indeed. For the electors “‘ it was a choice between the 
distress warrant and the cross,’’’® and they chose the cross. ‘‘ I 
entered upon the contest with upwards of five-sixths of the votes 
promised to me,’’ wailed the unsuccessful candidate at Louth, 
‘and my opponent was the person in the whole county the most 
unacceptable to the gentry, who were unanimous in support of 
me, except the few Catholic proprietors who supported him only 


® Hansard, New Series, vii, 436, quoted Butler, op. cit., p. 254. 
10 Sheil’s expression, quoted by Mr, Leslie Foster in a letter to Mr. Peel, 
Parker, op. cit., p. 4o9. 
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because he was opposed to me.’’ But the Catholic Association 
sent round circulars, the priests preached violent sermons, 
threats of assassination and arson were made, voters who obeyed 
their masters were waylaid, with the result that the I ory was 
heavily beaten and all but lost the second place. ‘‘ Lord Roden’s 
interest was about two hundred and fifty votes, he gave it to me 
heartily. Out of it I obtained about ten, and Dawson all the 
rest. There are two cousins of mine, Mr. Fosters, each of whom 
has about £3,000 a year in the county. From one of their estates 
I obtained about six votes, and from the other literally but 
one.’’’* Peel believed that this was a temporary phase, but 
O’Connell proved to him at the Clare election of 1828 that it 
was a permanent instrument in the Irish cause. ‘The election 
“‘ afforded a decisive proof, not only that the instrument on which 
the Protestant proprietor had hitherto mainly relied for the main- 
tenance of his political influence had completely failed him, but 
that through the combined exertions of the agitator and the 
priest, or I should rather say through the contagious sympathies 
of a common cause among all classes of the Roman Catholic popu- 
lation, the instrument of defence and supremacy had been con- 
verted into a weapon fatal to the authority of the landlord.’ 
The only alternatives were the abolition of the forty-shilling 
franchise or Catholic Emancipation. Wellington and Peel chose 
the latter, broke up the Tory party, and so ultimately let in the 
Whigs and prepared the way to Reform. 

This organisation of the voters by forming political associa- 
tions was obviously capable of application. Attwood’s political 
unions and the working-class unions of 1830 followed the same 
principles, though they were organisations rather of persons who 
wanted votes than of electors who had them already. The same 
applies to the Chartist movement. It was left to Cobden’s Anti- 
Corn Law League, which was definitely a middle-class move- 
ment, to develop the technique of organisation and agitation. 

The passing of the Reform Bill and the extension of the fran- 
chise considerably modified the position. The old close boroughs 
having gone, some method of organising the opinions of the 
middle classes in the towns became necessary. In the counties 
the same problem had not yet arisen, for the ‘‘ Chandos ”’ clause 
of the Reform Act had enfranchised the £10 leaseholders, who 
were necessarily under the influence of their landlords,*® and 


i ir j bert Peel, i, 105. 

11 [bid. . 410-411. 12 Memoirs of Sir Ro , 1, 105 
13 The pale have as many followers and influence as many voters . 
elections as ever they did,’ said Wellington : Croker, Correspondence an 
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were likely to remain there so long as the ballot was not adopted. 
There was no counter-influence from the clergy in England as 
there was in Ireland. Even in the boroughs “‘ influence ”’ still 
prevailed : this was not yet, of course, the influence of the factory 
owner, for the working classes were not yet enfranchised. But 
in many places the only effect of enfranchisement was to increase 
the numbers who called for bribes. The tradition of corruption 
remained, though corruption became more difficult. 

‘““ Yesterday,’’ says Greville in 1834,** ‘‘ I dined with Robarts, 
and after dinner he gave me an account of the state of his borough 
(Maidstone’’), and as it is a tolerably fair sample probably of the 
real condition of the generality of boroughs, and of the principles 
and disposition of their constituencies, I will put it down. There 
are 1,200 voters ; the Dissenters are very numerous and of every 
imaginable sect and persuasion. He has been member seventeen 
years; the place very corrupt. Formerly (before the Reform 
Bill), when the constituency was less numerous, the matter was 
easily and simply conducted ; the price of votes was as regularly 
fixed as the price of bread—so much for a single vote and so 
much for a plumper, and this he had to pay. After the Reform 
Bill he resolved to pay no more money, as corruption was to 
cease. [he consequence was that during his canvass none of 
the people who had formerly voted for him would promise him 
their votes. They all sulked and hesitated, and, in short, waited 
to see what would be offered them. I asked him what were the 
new constituencies. ‘If possible worse than the old.’ ‘The 
people are generally alive to public affairs—look into the votes 
and speeches of members, give their opinions—but are univer- 
sally corrupt. They have a sour feeling against what are nick- 
named abuses, rail against simnicures, as they call them, and 
descant upon te enormity of such things while they are fotced 
to work all day long and their families have not enough to eat. 
But the one prevailing object among’ the whole community is to 
Diaries, ii, 203. But Wellington alternated between blind pessimism and 
blind optimism. 

14 Journals of the Reign of George IV and William IV, iii, pp. 184-5. 

15 Robarts retired at the General Election which followed the Queen’s 


accession; Disraeli was put up as a second Tory candidate and was 
triumphantly returned : 


“* Dearest, 
Lewis a Gd con sh 707 
Disraeli... ae a 616 
Colonel Thompson e: 412 
The constituency nearly exhausted. 
In haste, 
Dizzy. 


Monypenny and Buckle, Life of Disraeli eae fy rick een 
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make money of their votes, and though he says there are some 
exceptions, they are very few indeed,’’!® 

3 Influence ”** and corruption might still win elections, but 
opinion had a larger influence. ‘The cultivation of opinion, 
therefore, had to be learned as part of the technique of 
electioneering. Candidates began giving ‘ pledges” in 1832 
as they had previously given bribes and drink. ‘‘In those 
days,’’ says Mr. Kitson Clark,”* ‘‘ pledges were regarded as the 
extreme of democracy and as ominous signs of the times.” 
Forty years were to pass before Disraeli taught the Liberals 
what party organisation could do. But the first steps were taken 
by Peel in the first Reformed Parliament. Peel taught Disraeli 
how to organise, just as he taught him how to oppose. ‘The 
lesson was well learned. 

It could not be learned at once, for the parties had only just 
discovered that there were principles. The Tories had been 
purely opportunist since they had ceased to be Jacobite. The 
Whigs had been no better except for a short period under 
Rockingham, unless we accept Fox’s vague sentiment for 
“liberty ’’? as evidence of political principles. ‘‘ We hear a 
great deal of Whig principles, and Tory principles, and Liberal 
principles, and Mr. Canning’s principles, but I confess that I 
have never seen a definition of any of them, and cannot make 
to myself a clear idea of what any of them mean.’?® So said 
the Duke of Wellington in 1828. The Duke, no doubt, is not 
typical. But it is a significant statement from a Prime Minister, 
even such a Prime Minister as Wellington. 

Peel realised that circumstances had changed. It was he who 
began the long series of election manifestoes addressed not only 
to his constituents but to the country at large. The famous 
Tamworth manifesto of 18347” was considered by the Cabinet. 


16 Cf. G. Kitson Clark, Peel and the Conservative Party, p. 217, on the 
General Election of 1834: “If the Borough of Eatanswill had perhaps heen 
disfranchised by the Reform Bill, its spirit could still find refuge in many 
other boroughs and its methods still flourished. The employment of rival 
mobs and bands, the securing of public-houses, the retaining of drunken 
electors under lock and key to prevent their perversion or kidnapping—all 
the jolly corruptions of those days—still continued unaffected by the Reform 
Bill. Great noblemen and others still had their widespread influence over 
their tradesmen, tenants and dependants.” ; 

17 Some of the Government ‘‘ influence ’”’ was deliberately not exercised : 
see Graham’s refusal to use the Admiralty patronage for electioneering 
purposes: C. S. Parker, Life of Sir James Graham, i, pp. 162-3. 

18 G. Kitson Clark, op. cit., p. 77. But the practice of giving pledges seems 
to be considerably older. It seems first to have been noticed at the General 
Election of 1774; Erskine May, Constitutional History of England (5th edn.), 
ii, 70. 19 Quoted in G. Kitson Clark, op. cit., p. 34. 

20 See Memoirs of Sir Robert Peel, ii, pp. 58-67. 
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‘‘ Peel’s letter to his constituents,’ says Greville,” ‘‘ has 
appeared as his manifesto to the country. . . . The letter was 
submitted to the Cabinet at a dinner at Lyndhurst’s on Wednes- 
day last, and they sat till twelve o’clock upon it, after which 
it was copied out, a messenger despatched to the three great 
newspapers (Times, Herald and Post) to announce its arrival, 
and at three in the morning it was inserted.’’ Its object was to 
“declare the general principles upon which the Government 
proposed to act.’’?? It was an attempt to influence the opinion 
of the country in favour of the Conservative party. 

But something more positive was also required. Even before 
Peel came posting home from Rome to accept office, a committee 
of the Conservatives, led by Lord Granville Somerset, “‘ sug- 
gested candidates and stimulated men to give their influence in 
various districts. Early in December 1834, as there had been 
in 1832, there was again a complaint that there was no central 
fund. But some money seems to have been entrusted to 
Granville Somerset, and some money seems to have been forth- 
coming for candidates. For instance, at Lyndhurst’s suggestion 
it would seem that £500 was given to Disraeli at his election.’’”* 

Peel was returned to Parliament with a larger following, 
but still without a majority. Immediately on his resignation 
measures were taken in case a new dissolution came suddenly, 
as John Russell had hinted. Bonham, one of the Whips, 
advised the formation of a small committee, and the work went 
on.* It was not yet a party caucus, it was more concerned 
with the acquisition of ‘‘ interests ’’ than with propaganda. But 
it obviously gave Disraeli the hint for his preparations of 1868. 

The Press had already proved itself a valuable means of in- 
fluencing public opinion. The pamphlet was giving way to the 
newspaper. It was therefore natural that attempts should be made 
to obtain the interests of newspapers,in favour of a party. In 
1829 Croker suggested to Wellington that a Cabinet minister 
should regularly instruct the Press.** This was apparently not 
adopted, but it seems that in Grey’s ministry a Whip had this 
function.”® Brougham’s connection with The Times is well 
known, but in 1834 they had quarrelled, and Lyndhurst success- 
fully negotiated with the editor for his support.” Peel selected 
a definite Minister to hold communication with the newspaper.”® 
Again the lesson was not lost on Disraeli. 

2WO Ps cit.) ui, 178: 25 Croker Papers, ii, 23. 

22 Memoirs of Sir Robert Peet, ii, 58. 2), Ra Ms Butler, opaicit. jap 15z. 


2G kitson Clark op mein, wp. yatO. wer Mereville Op. (cit., it, p. 149, 
24 Tbid., pp. 256-257. 28 G, Kitson Clark, op. cit., p. 216. 
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The Houses thus elected after the Reform Act were much 
the same as the old. The Radicals were more powerful, but in 
the older parties the type of man returned was much the same, 
Greville might talk about ‘a set of fellows,’’ but it is doubtful 
if the manners of the House deteriorated. 


III 


THE Hovusr or Lorps. 


“The part of our Constitution which will first perish,’’ said 
Pitt in 1783,”° “‘ is the prerogative of the King and the authority 
of the House of Peers.’’ Even before the Reform Act the Lords 
had come to take second place to the House of Commons. The 
real business of Parliament was done in the Commons. The 
Lords seldom attended, and preferred to govern the country by 
sitting in quarter sessions, by dispensing justice as magistrates, 
and by sending members to the Commons to govern on their 
behalf.*° 

The House of Lords could have been an effective independent 
part of the legislature only if there had been a clear line of 
demarcation between Lords and Commons. Its members would 
then have been a separate estate of the Realm aciing indepen- 
dently for the protection of its privileges. But there was not. 
Lords and Commons differed only in that the former had here- 
ditary titles and the latter, for the time being, had not. ‘The 
numerous creations of Pitt had demonstrated that it was an easy 
matter to pass from the one House to the other.*? While if on 
the one hand there was frequent ennobling of the Commons, 
on the other hand the Commons themselves were to a consider- 
able extent nominated by the members of the Lords. The peers’ 
interests in boroughs and counties resulted in the presence 
among the members of the Commons of numbers of peers’ sons 
and other relatives. The two Houses were not separate orders, 
they were branches of the same order. In the long run the 
activities of the lower House were determined by the opinions 
and interests of the great men in the upper House. Five votes 
in the one were of more importance than a stammered speech 
in the other. Why trouble to say personally in the latter what 
had been more clearly expressed by proxy in the former? How 
much easier to ride to hounds in person and govern by deputy ! 

Thus, from the time of Pitt onwards, if not before, there was 


29 Lord Rosebery, Life of Piit (1891 edn.), p. 43. 
30 Fremantle, England in the Nineteenth Century, i, p. 117. 


31 Tbid., p. 116. 
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a gradual diminution of the importance of the House of Lords. 
And this tendency, although in the beginning independent of 
any growth of opinion among the middle classes, could not fail 
to gather support from that opinion. Pitt’s successful dissolu- 
tion in 1784 indicated that a minister supported by the King 
could successfully appeal from the Lords to the electorate. The 
support of the King was of more value than the support of the 
people. But at the end of the century the latter could not be 
ignored. 

Even the Duke of Wellington, slow as he was to recognise the 
decay of institutions and the creation of new political forces, 
admitted in 1817 the lowly position of the House of Lords. He 
declared that Charles Grey was lost among the Lords. ‘‘ Nobody 
cares a damn for the House of Lords, the House of Commons 
is everything in England, and the House of Lords nothing.’’” 
And Grey’s own impressions were equally unfavourable: 
‘What a place to speak in! With just enough light to make 
darkness visible, it was like speaking in a vault by the glimmer- 
ing of a sepulchral lamp to the dead. It is impossible I should 
ever do anything there’’**—a description which suggests 
Disraeli’s ‘‘ I am dead, dead, but in the Elysian fields.”’ 

But the peers’ acquiescence in this subordinate position de- 
pended on two things. It depended in the first place on the 
support which a considerable number was prepared to give to 
any minister who had the confidence of the King. And in the 
second place it depended on their playing a large part in the 
choice of the House of Commons. Neither condition was satis- 
fied after the passing of the Reform Bill. They no longer had 
confidence either in the King’s ministers or in the House of 
Commons. It was the expectation of this permanent inferiority 
which caused the persistent opposition to the Reform Bill. And 
it was their intention to keep their common law authority which 
resulted in their ‘‘ bowling down bills like ninepins ’’** in the 
first reformed Parliaments, the Indian Summer of the Lords. 

The passing of the Reform Bill proved that any Government 
had two remedies against the House of Lords. ‘The first and 
more important was the power of dissolution. A dissolution in 
itself affected the Lords, for it involved spending money in 
support of the ‘‘ interests ’” which they still possessed. ‘‘ The 
private fortunes of the sober and staid friends of good order and 
good government will be broken down by elections, which are 


82 G. M. Trevelyan, op: cit., p. 163: 33 Tbid., pp. 163-164. 
84 Greville, ops cit., iii, p. 361. 


1931 | CABINET GOVERNMENT OF QUEEN VICTORIA AIS 


ten times more expensive to them than to their Radical oppo- 
nents,” protested Peel when the Lords threatened to throw out 
the Municipal Corporations Bill.*> And though he was referring 
more particularly to members of the House of Commons, we 
must remember that ‘‘ interest ”’ played a large part in the elec- 
tions. But far more important were the indirect effects of a 
dissolution. It was clear beyond questioning that a government 
could not be carried on without a majority in the Commons, 
The passing of the Reform Bill had proved that a House of 
Commons fresh from victory at the polls would be entirely 
unmanageable by a hostile Government. ‘I had rather face a 
thousand devils than such a House of Commons,”’ said Baring 
when Wellington was about to try the experiment. 

The only hope of a Conservative Government in face of a 
hostile House of Commons would be a successful dissolution. 
The House of Lords would be a broken reed to lean upon. Peel 
thoroughly understood the effect of persistent opposition®® : 

“ T see nothing but an aggravation of evil in fruitless attempts 
to dispossess the Government of office. The Conservative party 
may make—as any party can—a Government for a recess. The 
Conservative party cannot govern the country with the present 
Parliament. But it was their Parliament, elected under their 
auspices, and with a full knowledge of their principles. The 
dissolution was a dissolution on a principle—on a fair appeal 
to the country on the exercise of the King’s prerogative, and on 
conflicting principles of government.’’ 

The Constitution has travelled far from Burke’s understand- 
ing of it when the leader of the Conservative party recognises 
that a Conservative Government cannot stand except by a suc- 
cessful appeal to the country. In such circumstances a Con- 
servative House of Lords occupies a very subordinate position. 
And if it should prove contumacious the second remedy would 
prove effective. The ultimate sanction of Government control 
of the Lords was the power of making peers. The Reform Bill 
had passed only as a result of a declared intention to use this 
power. It was not a power available at any sign of oppo- 
sition in the Lords. The King would not consent to a creation 
of peers unless no other course were open. It is true that he too 
had learned the lesson of 1832. Given support by the Whigs in 
the country, the Lords must give way, and if they do not, then 
the King must make them give way by a creation of peers. But 
this depends on support in the country. It follows that the Lords 


85 CS) Parker; op. cliz-si, p. 35. 36 Ibid. 
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can successfully oppose only where the country is not behind the 
Government. This is the lesson of 1832, that if the country is 
behind the Government, every institution of the Constitution 
must defer to the ministers. 

How far this is true was shown in 1833, when the Duke was 
caught in one of his more optimistic moments. He proposed an 
address to the Crown on the Portuguese policy of the Govern- 
ment, and it passed the House of Lords. The House of Com- 
mons at once passed a resolution of confidence in the Govern- 
ment—and nothing else happened. ‘‘ Ministers did not resign, 
no Peers were made, and everything goes on as before,’’ com- 
mented Greville.*’ ‘‘ Nobody seems to care a straw for what 
the Peers say about any public matter,’’ said Macaulay.” 
There was exaggeration in this; but the attitude does indicate 
the position. The Government depended on the House of Com- 
mons. The Lords could not make or unmake Governments. But 
on the other hand the necessity of a vote of confidence in the 
Commons indicates that the opinion of the Lords was of some 
consequence. Were the House of Lords to pass a vote of censure 
on the Government to-day, there would be no vote of confidence 
in the Commons. The Lords would be ignored—except that 
some minister would make a few’ remarks about ‘‘ ending or 
mending ’’ in opening a bazaar. In 1833 the Lords were still a 
power in the land, but they were a minor power. In his less 
optimistic moments Wellington recognised this. He did his best 
to restrain votes against the Irish Church Bill, though he found 
persuasion difficult. ‘‘ It is not so easy to make men feel that 
they are of no consequence in the country, who had heretofore 
had so much weight, and still preserve their properties, and their 
stations in society, and their seats in the House of Lords.’’*? And 
Peel had no illusions. In, summing up the results of the first 
session of the first reformed Parliament, he said*®: ‘‘ The busi- 
ness was got through, but only because that which we prophesied 
took place; namely, that the popular assembly exercised tacitly 
supreme power; that the House of Lords, to avoid the conse- 
quences of a collision, declined acting upon that which was 
notoriously the deliberate judgment and conviction of a majority. 
I allude particularly to the Irish Church Bill. With respect to 
that Bill, it is quite clear that the course taken was taken in 


spite of the opinions of two out of three branches of the Legisla- 
BUTE oe 
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IV 


THE CABINET AND PARLIAMENT, 


The changes which occurred between 1760 and 1837 in the 
relations between the Cabinet and Parliament were to a large 
extent the consequences of the changes in the Houses of Parlia- 
ment and their relative positions.*! So long as the system of 
representation was unaltered, every Government had a number 
of seats at its disposal. ** One of the arguments used by Earl 
Grey in persuading the King to grant a dissolution after the 
defeat of the first Reform Bill was that the Whigs had a right 
to have the question of Reform tried by a Parliament elected 
under their own ‘“‘ auspices.’’** To these Government seats 
(which were always comparatively few in number‘) would be 
added those held in the disposal of peers forming part of 
or supporting the Government or the King. Thus the 
rotten boroughs were of great assistance in providing stable 
government. “‘ I do not see how the Government is to be carried 
on without the rotten boroughs,’’ Melbourne is reported to have 
said in 1832.*° ‘‘ Some means may be found; a remedy may 
possibly present itself, and it may work in practice better than 
we now know of, but I am not aware of any, and I do not see 
how any Government can be carried on when these are swept 
away.’ The Reform Act, as we have seen, did not sweep away 
all ‘ influence,’’ but it helped a great deal towards abolishing 
the power of the great families. Much of the power of keeping 
a majority by pensions and places had already disappeared under 
Burke’s Economy Act of 1782, and the Civil List Act of 1937 

41“ There was nothing unconstitutional (in 1760) in the King entrusting 
whomsoever he thought fit with the government of the country. The limita- 
tion of the power of the Crown in this matter was fundamentally the same 
in 1760 as it is now—the Minister required a majority in the House of 
Commons for carrying on the Government. ‘The real difference was in the 
structure of the House of Commons, and in certain ideas developed in a 
long practice on that different basis.” L. B. Namier, England in the Age 
of the American Revolution, p. 179. as 

4? It was realised in 1830 that the effect of abolishing the close boroughs 
would be to weaken the Government in its relation to Parliament. Brougham 
himself told Althorp ‘he had great objection to the abolition of close 
boroughs; they were by no means the worse part of the representation; 


there would be no means of getting seats for persons in the Government.” 
C. S. Parker, Life of Sir James Graham, i, p. 101. 

OP ene M. idee Op. cit., P. 205; Correspondence between Earl Grey and 
William IV and Sir H. Taylor, i, p. 193. : - 

44 «Tn 1761 Administration as a whole can be said to have had thirty-two 
seats under its more or less immediate patronage—not all of them very 
safe—besides the three seats pawned by Thomas Pitt, and a first claim 
to the marketable surplus of some twenty-five Cornish seats, and also of 
some in Devonshire, Dorset, Somerset, etc.’? Namier, Structure of Politics 
at the Accession of George III, pp. 174-175. 45 Greville, op. cit., ii, p. 277. 
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finally abolished the means of influencing elections by 
pensions.*° 

Thus the Cabinet had to rely more and more upon persuasion 
to obtain a majority in the House of Commons. Further, the 
diminution of the authority of the House of Lords before and 
after the Reform Act made the Cabinet rely more and more on 
the House of Commons. ‘This is shown particularly in the 
procedure adopted after the vote of censure passed by the Lords 
on the Portuguese policy of the Whigs in 1833.*7 

One consequence of this change was an alteration in the 
character of the Cabinet ministers in the Commons. Pitt had for 
practical purposes managed the lower House alone. From his 
death until 1822 there was not more than one outstanding 
minister in the Commons at the same time. But the return of 
Canning to Liverpool’s ministry in 1822 brought Canning, Peel 
and Huskisson** together. ‘‘In this wise did that Cabinet, 
once notable only for the absence of all those qualities which 
authorise the possession of power, come to be generally esteemed 
as a body of men who for parliamentary eloquence, official prac- 
tice, political information, sagacity in council, and a due under- 
standing of their epoch, were inferior to none that had directed 
the policy of empire since the Revolution.’’** Allowing for 
Disraeli’s customary exaggeration, we must nevertheless admit 
the truth of the statement that from Pitt to Peel there was a 
marked improvement in the calibre of the Cabinet ministers in 
the House of Commons. We must not forget, of course, that 
Grey’s Cabinet ‘‘ had between them more acreage of land than 
any that preceded them.’’®® But Grey himself, Brougham, Mel- 
bourne, Palmerston, Durham, Althorp, and Sir James Graham 
formed a by no means incompetent team. Three of them were 
in the Commons, and two, Brougham and Durham, had peerages 
by special creation and had distinguished themselves in the Com- 
mons. Moreover, in 1831, the Cabinet was strengthened by the 
addition of Lord John Russell and Stanley, both in the Com- 
mons.°' Similarly, in 1841, Peel and Graham faced Palmerston 
and Lord John Russell. 


46 In any case, the influence of bribes and pensions under George III 
has been exaggerated: L. B. Namier, Structure of Politics at the Accession 
of George III, i, p. 200. 47 Ante, p. 416. 

48 Huskisson joined the Cabinet in 1823. 

49 Disraeli) Coningsby, BE, Ch. 1eesey, RM. Butlerseopricityrp: 252: 

51 And note the effect of Althorp’s succession to a peerage in 1834. The 
transfer of one important minister from the Commons to the Lords so 
weakened the Government that the King felt compelled to dismiss them. 
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But if in one respect the new franchise made the Cabinet 
more dependent upon the House of Commons, in another respect 
it gave the Cabinet a new control over the House. ‘The imme- 
diate effect of the Reform Act without effective provisions for 
preventing bribery and corruption was an increase in the cost of 
elections. By so much, therefore, were the members of the 
House of Commons less anxious for elections.** Thus one effect 
of the Reform Act was to increase the value of the power of dis- 
solution. Toa very large extent this increased the power of the 
King rather than of his ministers, for the grant of a dissolution 
was largely discretionary. But the knowledge that the Cabinet 
might ask for a dissolution would restrain too great an indepen- 
dence of judgment among members on the Government side. 

Moreover, the value of a dissolution rested not merely on its 
personal effects on members. A Government put in power by 
a general election acquired great prestige. It had successfully 
appealed to the country. It was dependent not so much on 
Parliament as on the people. Those who supported the Govern- 
ment shared in its popularity. Thus a successful dissolution 
gave double strength to the Government. It acquired added 
voting power in the House, and by adding to its voting power 
it added to its own capacity to ask for votes. Even an unsuccess- 
ful dissolution by a minority Government might strengthen its 
prestige. And a series of successful by-elections would 
strengthen any party in the House by demonstrating its popu- 
larity outside. Thus though the Conservatives did not get a 
majority in 1834 after Melbourne’s “‘ dismissal,’’ they were so 
much strengthened by the election that the Whigs were regarded 
as having lost considerable prestige. The Conservatives had 
unsuccessfully ‘‘ appealed to the country,” but they had shown 
the growing support which they possessed among the middle 
class. The Whig Government was weakened, the Conservative 
‘‘ opposition ’’ (if we may use the term) was strengthened. A 
series of successful by-elections accentuated the growing 
strength of the Conservatives. Thus in spite of the help given 
them in 1837 by the popularity of the young Queen, the Whigs 
lost more and more credit. The unfavourable reception of the 
new Poor Law, the economic depression, and the Chartist move- 
ment added to their unpopularity. For popularity creates popu- 
larity, and unpopularity is itself a cause of public disfavour. 
Public opinion is created by intercommunication of thought. 
One man of strong personality and original mentality may affect 


32 Cf, statement of Sir Robert Peel, quoted ante, pp. 414-15. 
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the opinions of dozens of those who come in contact with him. 
The word goes round that ‘‘ this is a rotten Government.” 
Smith, who till now has supported the Government, hears the 
word in his home, in his club, in his office; he reads it in his 
newspaper. He gradually comes to the conclusion that, after all, 
the country might be better governed. He becomes a waverer. 
He decides next time to give the others a chance. And a small 
proportion of Smiths will turn the scale against a Government. 
So it was in 1841, and Peel came back with an enormous 
majority. “ 

But what a change does all thisimply! Public opinion! Who 
cared for public opinion before Earl Grey became Prime Minis- 
ter? The old Duke of Newcastle did not, Lord North did not. 
Pitt appealed to the people in 1784, but it was an appeal to 
support a King, not a policy. And having obtained a party Pitt’s 
only concern with public opinion was to suppress it. But Grey 
in 1831 was the choice of such public opinion as was able to 
make itself heard; and Peel in 1841 was the choice of the wider 
opinion which was given a voice by the Reform Act. ‘‘ Grey’s 
position,’’ says Mr. Butler,°* ‘‘ was unique in the constitutional 
history of his time, and ranks him as, in a sense, the earliest of 
modern Prime Ministers. He was not the King’s choice, like 
Pitt, whose triumph at the polls in 1784 the late election re- 
called, nor was he that of Parliament, on Bagehot’s principle”; 
he stood henceforth directly on the support of the people, who 
had returned him to power as representing the Reform Bill.’’ 
But the weapon of dissolution is most powerful in the hands of 
a minister who is secure in the confidence of the people. Ifa 
Cabinet in 1837 relied more on the House of Commons it would 
nevertheless, given the King’s consent to a dissolution, make 
the majority in the House of Commons rely on the Cabinet. 

This is clear enough to us, but it was not clear to the states- 
men of 1837. ‘Their vision of their constitutional position was 
practically obscured. ‘They realised only that they were dependent 
on the House of Commons. This explains the sensation caused 
by the attack on Peel for appointing Londonderry as Ambassador 
to Russia in 1835. ‘‘ If Government should persist in the 
appointment,’’ said Greville,*” “‘ they would be beaten by a 
great majority, and the House of Commons would vote him out; 

S23 Pe eoit. Ps 226 

54“ The House of Commons is an electoral chamber; it is the assembly 
which chooses our president’’: English Constitution (World’s Classics), 
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if it is given up, it is a monstrous concession to the violence 
and power of the House of Commons, for however objectionable 
the appointment may have been, it is not so outrageous as to call 
for the interference of Parliament with the King’s undoubted 
prerogative, and on the whole the principle of such interference 
may be considered more inconvenient than submitting to the 
appointment itself. It will probably lead before long to other 
encroachments upon the Executive power, and we shall soon 
see the House of Commons interfering about everything.’ Peel 
had no majority: he could not treat the vote as a vote of his 
party’s confidence in him, threatening resignation or a dissolu- 
tion if they did not obey the Whip. But even a minority govern- 
ment has some control over Parliament. He could have said 
to the Whigs: “ either let me govern or throw me out,’’ for the 
latter was just what the Whigs refused to do.* 

An even better example is the continuation of the practice 
of meeting Parliament even after an obvious defeat at the polls. 
Peel in 1834 after the ‘‘ dismissal ’’ of Melbourne knew that his 
continuing in office depended entirely on a successful appeal to 
the country. He sought “‘to establish such a claim upon public 
confidence as shall enable us to conduct with vigour and success 
the Government of this country.’’*” It is true that a relic of Pitt 
appeared in the final mention of “‘a firm belief that the people 
of this country will so far maintain the prerogative of the King, 
as to give to the Ministers of his choice, not an implicit confi- 
dence, but a fair trial.’’°* But a good Conservative must have 
one foot at least in the past. The appeal proved unavailing, the 
Whigs were returned, though with a diminished majority. But 
Peel did not resign. He continued in office for several weeks 
after the opening of Parliament. The Whigs forbore to make a 
direct vote of censure, on the ground that the ministry should 
have a ‘‘ fair trial.’’®? It seems as if Peel was anxious to resign. 
But he possessed the confidence of the King—and the King had 
in fact stated that he would have no confidence in the Whigs." 
The Duke of Wellington was for fighting on.** Another peer 
advised him to rely on the House of Lords and nail his colours 
to the mast.°? The Duke of Newcastle was prepared to share 
the scaffold with him.*’ Ultimately he resigned ; but not because 
he had been beaten at the polls. He resigned because he could 


56 G. Kitson Clark, op. cit., p. 242. 44 
57 Tamworth manifesto, Memoirs of Sir Robert Peel, ii, p. 60. 

58 Ibid., p. 67. 59 G. Kitson Clark, op. cit., pp. 237-238. 
60 C, S. Parker, op. cit., ii, p. 288. ; 61 Tbid., p. 294. 
62 Thid., p. 295. 83 Tbid., p. 297. 
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not control the House of Commons and because there was no 
hope of converting his ‘‘ ministerial minority into a majority, 
or of making an appeal to the people with a prospect of decided 
success.’’** It was not that the people had declared in favour 
of the Whigs, but that the House of Commons would not support 
the Conservatives, which put Melbourne back into office. 

It was not, however, only the Conservatives who thus relied 
rather on Parliament than on the people. Viscount Melbourne 
followed much the same rules in 1841. The Ministry did not 
dissolve until a vote of censure was passed*against them. The 
general election returned an immense majority against the 
Whigs. But the ministry met Parliament and resigned only 
when an amendment was made to the address to the Queen. 
Melbourne stated it to be right that there should be no appear- 
ance of delay or of unwillingness “‘ to carry into effect the wishes 
of both Houses of Parliament.’’®? And he advised the Queen to 
say that she had only parted with her Ministers “‘ in deference 
to the opinion of Parliament.’’** 

There was one young Conservative, no doubt anxious for 
office, who saw more clearly than the leaders on either side the 
position to which political necessities must bring the conven- 
tions of the Constitution. Disraeli spoke on the amendment to 
the address, criticising the Government after the vote of want 
of confidence passed in the previous Parliament, and after it had 
become clear that the country was confirming the judgment of 
Parliament in the elections. This was not quite the modern 
doctrine, for it was the opinion of Parliament, rather than the 
opinion of the people, which he emphasised. But even so 
Graham and Stanley, we are told,®*’ showed their disapproval 
of this novel constitutional doctrine by a negative shake of the 
head. “It was left to Disraeli himself, more than a quarter 
of a century later, to create the precedent of resigning in antici- 
pation of the verdict of a new and hostile House of Commons.”’ 

At the accession of the Queen, therefore, constitutional. con- 
ventions were undergoing a process of change. he theory of 
responsibility to the House of Commons had not yet associated 
with it the theory of the responsibility of Parliament to the 
people and its corollary the theory that the Cabinet has an appeal 
from Parliament to the people. Looking back, we can see that 
such a development was necessarily involved in the new organisa- 


SS 101d, Dacoes SoM etLeTS, ISteSetlesy 1, pr SoD. 66°70id.,"p. 395. 
*7 Lord Broughton’s Recollections, VI, p. 40; Monypenny and Buckle, Life 
of Disraeli, i, p. 514. 
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tion of the electorate. But its nature was not recognised until 
the days of Gladstone and Disraeli. And constitutional con- 
ventions consist not so much in what the logic of events makes 
necessary, but in the rules which those subject to a system 
regard as obligatory. The rule definitely recognised was that 
the Cabinet must resign if the House of Commons indicated that 
ministers no longer possessed its confidence. 

This rule and the gradual organisation of the parties which 
had taken place even before the Reform Act made Cabinet 
solidarity almost perfect. It was possible for Lord Liverpool’s 
Cabinet to agree to differ and to vote differently®* about Catholic 
Emancipation, though the pure Tories drew the line at joining 
a Cabinet under such a pro-Catholic minister as Canning. 
Reform was a subject in respect of which there could be no 
such delay as a result of Cabinet differences. The Canningites, 
therefore, either had to accept the Bill, the whole Bill, and 
nothing but the Bill, or resign. Melbourne and Palmerston chose 
to accept the Bill. After 1832 it was not possible for Cabinet 
ministers to find themselves in opposite lobbies on fundamentally 
important subjects. Such cross-voting as occurred in 1825, 1827, 
and 1828, was not possible in 1837. In 1828 the Cabinet survived 
cross-voting on Catholic Emancipation but dissolved on a pro- 
posal to transfer a seat from East Retford to Birmingham." 
Yet in 1829 ministers who had opposed Catholic Emancipation 
found it necessary to retract their opinions in the interests of 
the peace of the country. 

Cabinet responsibility, and the solidarity of the Government 
party implies an opposition, strongly organised, and prepared 
to take over the administration should ministers cease to possess 
the confidence of the House. ‘The function of an opposition is 
to criticise, to find faults in the policies of ministers, to explain 
those faults to the electorate, and to hope that by reason of the 
defection of members of the majority, a series of by-elections, 
or a favourable general election they will turn their minority 
into a majority. This is the function which Disraeli set himself 
to fulfil as soon as he had gained the confidence of the Protec- 
tionist party. It was the aim which Gladstone pursued in opposi- 
tion no matter how often he protested his intention of retiring 


68 [he Conservatives differed among themselves from 1902 to 1906 as 
to the desirability of Tariff Reform, but they never allowed such a division 
to take place in the House as would indicate that disagreement. Still less 
was it possible to find ministers in opposite lobbies on the subject, without 
resignations following. Yet in Liverpool’s ministry the Foreign Secretary 
voted in favour of Catholic Emancipation and the Home Secretary against it. 
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from public life. Peel did his best to consolidate the Conserva- 
tive party in the long night that followed the Reform Act. But 
he cannot be said to have had any conception of ‘‘ opposition.’’ 
For one thing, the very word had something sinister about it. 
It savoured of Whigs and faction. It was not for a good Tory 
to set himself in opposition to the ministers whom the King 
had invested with his confidence. ‘‘ Opposition was a difficult 
and degraded word, soiled by long application to Whigs. It 
seemed to imply in the eyes of Conservatives factions, manceuv- 
ring, unholy combinations for the unnaturalseizure of office and 
an unprincipled hampering of His Majesty’s Government.’’’® 
Peel’s object in the years after 1832 was not to try to seize 
office, but simply to prevent mischievous legislation. On the 
one hand, therefore, he was prepared to collaborate with Althorp 
in producing a budget which would not have proved acceptable 
to the Radicals, Repealers, and Ultra-Tories.”7 On the other 
hand, he tried to enforce amendments to such measures as the 
Municipal Corporations Bill, the Irish Corporations Bill, and the 
Irish Church Bill. In this way he gave a lead to the Lords, who 
could proceed to make the changes proposed. Had the Lords 
possessed more power than actually they did possess, and had 
they been content to restrict themselves to amendments which 
did not go to the essence of the Bills, it is probable that the 
Conservatives would have had great effect upon legislation. But 
the Ultra-Tories sometimes took the bit between their teeth, and 
were like to upset the coach. Lyndhurst took charge in the 
Lords, and Peel sulked in the country. But Lyndhurst had no 
ambition, or so he said; the Whigs relied on their majority in 
the Lower House. And the Lords learned that they may oppose, 
but they must not oppose too far. In the third reformed 
Parliament Peel had learned the tactics of opposition. He wore 
down the Whigs both in Parliament and in the country by a 
policy of attrition. An opposition cannot control a Government, 
it can only hope to replace it. And the change can be effected 
not by fiery votes of censure which a Government majority finds 
it easy to damp, but by continual criticism, constant finding of 
fault, and the repetition of the cry ‘“‘I told you so.’’? Peel 
had not learned all this by 1837; but he knew it all by 1840. 
And he taught one of his young men who was soon to lead most 
of Peel’s own party into opposition. ‘The tactics of Disraeli in 
1870 are those of Peel in 1840, but comprehended more clearly, 
executed with greater precision, applied with more imagination, 
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in the face of much greater difficulties. The second reformed 
Parliament taught parties how to oppose. 

One consequence which has to be noted is the appearance 
of the ‘‘ Shadow Cabinet.’? The conflict between the Conserva- 
tives in the Commons and in the Lords over their procedure 
with regard to the Municipal Corporations Bill in 1835 taught 
Peel that there must be consultation among the leaders of a party 
in opposition. When a similar difficulty seemed likely to arise 
over the Irish Municipal Corporations Bill he summoned a meet- 
ing of his former Cabinet.” 


TATOt.,? Pesas- 
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The Economic Significance of Public 
Utilities 
By FREDERIc C. BENHAM. 


(Sir Ernest Cassel Reader in Commerce in the University of 
London.) 


I 


Economists often find it useful to adopt the hypothesis of free 
competition. Free competition is a state of affairs in which no 
seller controls a sufficient proportion of the total supply to enable 
a variation of his own supply appreciably to affect the price. 
It is also a state of affairs in which profits in one industry 
cannot remain permanently higher than in other industries, 
and in which the price of everything tends to equal its marginal 
cost of production. 

Public utilities do not fall within this hypothesis. ‘‘ A public 
utility,’’ says Mr. Hawtrey,’ ‘‘ may be defined as a ‘service in 
which a tendency to a local monopoly necessitates the interven- 
tion of a public authority to defend the interests of the con- 
sumer.’? A public utility usually controls either the whole or a 
significantly large proportion of the supply of its product within 
its area, while the relative non-transferability of its product 
protects it from the competition of similar products from other 
areas. A public utility might permanently make higher profits 
than other industries. This is tisually prevented by State 
ownership or control. Finally, the prices of public utility 
services need not equal their marginal costs of production. In 
the first place, the latter cannot in practice be determined, since 
‘“‘ supplementary costs ’’ cannot accurately be allocated among 
different units of production. In the second place, discrimi- 
natory charging is possible. 

It follows that the distinguishing features of public utilities 
are to be found in conditions which exist in the real world and 
are assumed by the competitive hypothesis, explicitly or im- 

1 Public Administration, Vol. IV, p. 352. 
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plicitly, to be absent. The relevant conditions are those which 
make some approach to monopoly possible, by rendering it 
difheult or impossible for newcomers to enter particular fields. 
They may be grouped, for our purpose, under five heads. 

Firstly, knowledge of existing methods of production and of 
market conditions in general, is imperfect. Processes are some- 
times kept secret. It is possible to create a special demand for 
a branded product through advertising. Consumers may be 
unaware of the existence of similar products at lower prices 
or of the fact that such products really are similar. The heavy 
initial expenditure on advertising required to enable a substitute 
to compete effectively may act as a deterrent to potential new- 
comers. This, however, has little application to existing public 
utilities. 

Secondly, certain parts of the earth have peculiar properties. 
There may be only one or two deposits of a certain mineral, 
only one or two passes through a range of mountains, only one 
or two springs of water in an area, and only one or two sites 
suitable for certain purposes. Private property in such parts 
of the earth would legalise a monopoly. This partly explains 
why the State usually owns or controls roads, water supply, 
and docks and harbours. 

Thirdly, there is the existence of the State (including local 
authorities). The State may grant patents or copyrights and 
may exclude potential competitors from any field of industry 
by law. But the State does not arbitrarily select certain services 
to be treated as public utilities and to be subjected to especially 
close control, which may involve the creation by law of local 
moncpolies operated either by the State or by companies whose 
charges and profits may be controlled by the State. The distin- 
guishing features of public utilities are to be found in the 
reasons which lead the State to subject them to special treat- 
ment, and not in the fact that it does so. 

Fourthly, there is the existence of industries for the econo- 
mical operation of which a large specialised equipment or axed 
capital’? is necessary. Thus concerns exist whose supple- 
mentary costs are large both absolutely and relatively to their 
prime costs. 

Fifthly, some products are relatively non-transferable between 
consumers or places. ‘This tends to prevent competition from 
other areas. Given monopoly, and the possibility of dividing 
consumers into classes, it makes discriminatory charging 


possible. 
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The last two conditions are especially relevant to public 
utilities and indicate their significant characteristics. They 
will now be considered more fully. 


II 


The hypothesis of free competition usually involves the 
assumption that all capital is both perfectly mobile and divisible 
into indefinitely small (homogeneous) units. This, of course, is 
not true. ‘‘ Capital’’ may refer to tangible property or to 
unspecialised purchasing power seeking “investment. The 
assumptions in question apply fairly well to the latter, which 
may be termed “ free capital,’? but not to the former, which 
consists mainly of what may be termed “ fixed capital.’ A 
million pounds invested in the supply and distribution of elec- 
tricity, for example, ceases to be a million homogeneous mobile 
pounds and becomes a specialised aggregate of fixed capital in 
the form of generating stations, cables, and soon. In the future, 
the market value of this aggregate may become either much 
greater or much less than a million pounds; it will depend upon 
the rate of interest and the prospective earning power of the 
aggregate, which in turn may depend upon the rates which the 
State allows to be charged. The fixed capital itself is specialised 
to the particular function of supplying and distributing electri- 
city in that area; it cannot readily be transferred to another 
place or adapted to a different purpose; its value as a collection 
of buildings, machines, and material to be used for some other 
purpose will usually be much below its value as a “‘ going con- 
cern.’’ This fact tends to deter newcomers from such industries 
and to give them a monopolistic character. 

In the first place, future prospects must be tempting to induce 
newcomers to turn large amounts of free capital into specialised 
equipment which lasts a long time ,and the value of which is 
small except in that particular field. It is not enough that 
profits are higher this year. What of five years, ten years, 
hence? Are new inventions or changes of taste or other altera- 
tions in general conditions likely to make the equipment less 
valuable by reducing its earning power? 

In the second place, existing concerns may be making greater 
profits than concerns in other industries, so that new free capital 
can apparently earn more in that field than elsewhere, and it 
may appear likely that this will continue. But the entry of a 
new concern may change the position. The optimum size of the 
industrial unit in such a field is large. It is not a question of 
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adding a small increment to the capital involved in that field, 
but of adding a large block. A small village may be large 
enough to enable one general store to pay well, while two would 
both make losses. In the same way one public utility under- 
taking may be making good profits, but the entry of another 
similar undertaking might cause both to make only low profits, 
or losses. This is especially likely when, as is often the case, 
the product can be sold only within a restricted local area. 

In the third place, there is the possibility that the existing 
firm or firms may cut their prices to drive out the new competi- 
tion or to maintain their own sales. Given heavy supplementary 
costs which are more or less fixed, it may be profitable to under- 
bid rival concerns by selling at a little above prime cost rather 
than to lose the business. ‘‘ Rate wars’? between railways are, 
of course, the outstanding example of this. The less elastic the 
demand for the product, the more will it be in the interests of 
all the firms concerned to cease these practices and to combine, 
at least to the extent of maintaining common prices, if not still 
more closely. 

Thus, in these ways, newcomers tend to be deterred from 
entering such fields and, if they do enter, they tend to combine 
with existing concerns. The tendency to monopoly is especially 
marked when supplementary costs are large relatively to prime 
costs. This is the case with all public utilities. 

Public utilities share this last feature, however, with other in- 
dustries, such as the heavy iron and steel industries. It is our fifth 
condition which separates them from these other industries. Their 
products are relatively non-transferable, since they consist of 
services supplied by means of fixed rails, pipes, wires and so on. 
The heavy iron and steel industries, for example, have to meet 
competition from the products of other areas. Public utilities 
have not; the only competition they need fear, as a rule, is from 
substitutes. As we have seen, this tends to make them “‘ local 
monopolies.’? Combined with the possibility of dividing con- 
sumers into classes, it also opens the way for discriminatory 
charging. Such discrimination is, in fact, widely practised 
not only by railways, but by all types of public utilities. It 
constitutes perhaps the chief of the problems to which their 
existence gives rise. 

The two special features which have been emphasised tend 
to make public utilities local monopolies charging discrimina- 
tory prices. Other features, however, have been selected by 
various writers as distinguishing public utilities from other 


430 ECONOMICA [ NOVEMBER 


industries. Professor Glaeser,” for example, says that public 
utilities satisfy an economic need which is a common necessity. 
This, however, taken alone, would include bread and boots and 
might be held to exclude telephones. Again, we are told®* that 
the product is highly standardised and the business is a cash 
one. But many standardised products are manufactured and sold 
for cash, so that the point does not seem fundamental. Local 
authorities sometimes engage, for various reasons, in municipal 
trading, or exercise especially close supervision, from hygienic 
and other motives, over the supply of certain commodities such 
as milk and meat, or undertake the provision of houses or other 
‘“necessities.’? A little reflection, however, will show the 
fundamental differences between the supply of such commodities 
as milk or houses and that of public utility services. The 
former can be, and often are, left to comparatively uncontrolled 
private enterprise. The latter cannot. Gas in Great Britain 
and railways in America, to name only two examples, were at 
first left to private enterprise, but the need for closer regulation 
soon became apparent. 

Professor Ely* stresses the fact that public utilities are subject 
to ‘‘ increasing returns.’’ The same thing can be said of some 
other industries. If we go further and ask why it is true (up to 
the point at which fixed capital is fully utilised) of public 
utilities, we find that it is a consequence of the first of our two 
distinguishing features. 

Finally, many writers emphasise the fact that public utilities 
make use of the right of eminent domain. They may interfere 
with, and use, streets and highways. ‘They may monopolise 
specially favoured sites, as in the case of docks and harbours. 
They may be given the right to compel landowners to sell, or 
to give them passage, as in the case of railways. All this means 
that they come into contact with public authorities from the 
first, and that they may have to submit to control in return for 
the grant of privileges. Historically, this has been very impor- 
tant. But, as Pigou® points out, it is not fundamental from 
the standpoint of analysis; ‘‘ it is not, and should not be treated 
as, a distinction of principle.’? For why should they need special 
treatment just because they exercise the right of eminent 
domain? Why should not competition tend to prevail in the 
same way as in other fields of industry? The fact is, of course, 

2 Quoted in Doran: Materials for the Study of Public Utility Economics, 
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that the circumstances which lead public utilities to use this 
right are the circumstances which tend to make them local mono- 
polies : namely, the two features which we have discussed. 

Thus these two features are the only ones which need be 
stressed. Others that have been suggested are either aspects 
or consequences of these two or are of minor significance. 


Ill 


The Theory of Monopoly, including Discriminating Monopoly 
and Monopolistic Competition, has considerable application to 
public utilities. Monopoly power is always subject to some 
limitations. It is often exposed to potential, if not actual, com- 
petition. It is always exposed to competition from substitutes,® 
which will become more intense, ceteris paribus, as the price 
of its product rises. Such influences affect the elasticity of the 
demand for its products, but it is the demand schedule reflecting 
such influences which is taken as given. Maximum prices may 
be set by direct State regulation or by the fear of such regula- 
tion, or of boycott by consumers, if they are exceeded. This 
is merely equivalent to cutting off the top of the demand curve 
with a straight line in graphic representation. ‘The Theory of 
Monopoly still applies.’ 

The difficulty is that the Theory of Monopoly assumes that 
the aim of the monopolist is maximum profit. It can tell us what 
the monopolist will do, on that assumption, after the State has 
fixed conditions. But it cannot tell us what should be the aim 
of the State in fixing maximum prices and other conditions, 
or in itself operating public utilities. It is possible to show by 
general economic analysis what the probable consequences of 
different kinds of action will be. This might help statesmen 
and others to decide what action to take. Similarly, it is possible 
to take some aim as given, purely for the purpose of analysis, 
and to inquire how it can best be achieved. The question of 
what the aim should be, however, falls outside the province of 
economics. It is a question of opinion and not a question of 
fact. Let us postpone consideration of it for a while and turn 
to a very relevant point. Public utilities control quite a large 
proportion of the capital of Great Britain.° They present special 


6 I am using “ substitutes ’ in its widest sense, to include such cases as 
the following: ‘‘ There is no substitute for tin in white-metal bearings; 
but if tin were unobtainable, machinery could be adapted to use roller or 
ball bearings ” (A. P. L. Gordon, Rationalisation for Tin, p. 20). : 

7 See F. Zeuthen, Problems of Monopoly and Economic Warfare, especially 
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economic problems. ‘The economic effects of different kinds of 
regulation are of great significance, and discussion of them 
falls within the realm of science, as distinct from opinion. Why 
then have English economists written so little about this subject? 
Why are most books and articles upon public utilities written 
by Americans? And has a coherent body of clear and accepted 
conclusions emerged from such discussion as has taken place? 


IV 


The chief reason why so much has been ‘written about public 
utilities in America is to be found in her constitutional system. 
The State cannot override the written Constitution, and the four- 
teenth amendment to the Constitution declares that no individual 
may be deprived of life, liberty, or property without due process 
of law. Hence, when the States began to make regulations, 
through Public Utility Commissions, which affected the charges 
and therefore the earnings of privately-owned companies (by fix- 
ing the maximum rates for railways in the ’seventies) the ques- 
tion at once arose of whether they were not acting unconstitution- 
ally in doing anything of the kind. This was answered by 
the Supreme Court in favour of the States, in the famous case of 
Munn v. Illinois (1876). But the regulations made by State 
Commissions and (since its establishment in 1887) by the Inter- 
State Commerce Commission, were still subject to review by the 
Courts. For the question always remains of whether any 
particular rates or charges are fixed so low as to be “‘ confisca- 
tory ’’ and, therefore, unconstitutional. In this way the econo- 
mic problems presented by public utilities have been forced on 
the attention of judges and lawyers and so, indirectly, of 
academicians. 

A further reason is that American public utility undertakings, 
and especially railways, arose and developed comparatively free 
from State control. This was partly because nineteenth-century 
America was individualistic and, in general, was opposed to 
restrictions on freedom of enterprise. It was also partly due to 
the relatively small density of population. This made railways, 
in particular, less profitable ventures than in Europe. The 
State had to provide subsidies to get the lines constructed and 
was in no position to insist upon much regulation, even if it had 
wished to do so. 

The consequence of this became apparent when regulation 
began. ‘The question was whether any given scale of charges 
provided sufficient revenue to yield a ‘‘ fair return ’’ upon the 
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company’s capital. It was difficult enough to decide what per- 
centage upon the capital constituted a ‘‘ fair return,’ but 
that was as nothing compared with the difficulty of deciding 
what “‘ capital’? was. For the amount shown on the balance- 
sheets was flatly rejected as quite useless and the whole question 
had to be approached ad initto. This explains why so much 
American writing on public utilities centres around the deter- 
mination of the ‘‘ fair value ’’ of the property. 

In England, these reasons have been absent. The State is 
supreme. ‘Thus, to take an example, the Traffic Act of 1894 
“* practically debarred a railway company from altering the rates 
that were in force in 1892, no matter how far those rates might 
be below the revised maxima awarded to the companies in 1891 
and 1892 after a most searching inquiry.’’® From such a Parlia- 
mentary decision there is no appeal—and consequently there is 
little or no discussion of the issues involved. 

Again, in England almost every public utility undertaking 
owed its very existence to an Act of Parliament and came from 
the first under some measure of State control. This was partly 
because, owing to her dense population, such undertakings 
offered good prospects of profit, so that the companies submitted 
calmly to regulation in exchange for the privilege of being 
allowed to establish them.*® In particular, a certain amount of 
capital was usually “ authorised ’’ from the start, and subse- 
quent issues have also had to receive Parliamentary sanction. 
Thus the problem of ‘‘ fair value ”’ either has not arisen or has 
in effect been ‘‘ solved’? by a short cut, as when the 1921 
Railways Act fixed a standard revenue in sterling. Possibly, 
especially in the light of American experience, this was the best 
practical solution. But the fundamental problems are just as 
real in England and on the Continent (where they have not 
become pressing because most public utilities are publicly owned) 
as in America. On the whole, they have been solved without 
much public discussion. On the whole, they have been neglected 
by non-American economists. Can we be sure that our solutions 
have been the best ones ? 

Not very much light is thrown upon the subject by the results 
of American discussion. Much interesting material has accumu- 


9 Cleveland Stevens, English Railways, p. 321. | F ue 
10 [Thus the earliest railway acts provided maximum tolls which might 
{ This policy had already been 


be charged for the use of the railways. | : 
adopted in the case of canal companies, which merely provided the water- 


ways. When it was realised that railway companies would themselves act 
as carriers, maximum fares and charges were also imposed. 
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lated, especially upon such issues as whether the original cost 
of production or the present cost of reproduction should be the 
basis of ‘‘ fair value,’’ the proper treatment of depreciation, 
and the ‘‘ peak-load’’ problem. Especial mention should be 
made of the writings of J. M. Clark. Yet no coherent body of 
accepted conclusions has emerged. For example, in the famous 
case of Smyth v. Ames (1898) the Supreme Court said that a 
fair return should be earned upon the value of the property, 
‘“ and in order to ascertain that value, the original cost of con- 
struction, the amount expended in permanent improvements, the 
amount and market value of its bonds and stock, the present as 
compared with the original cost of construction, the probable 
earning capacity of the property under particular rates presented 
by statute, and the sum required to meet operating expenses 
are all matters for consideration, and are to be given such weight 
as may be just and right in each case.’’? Then the Court, perhaps 
afraid lest it had been too definite, added “‘ we do not say that 
there may not be other matters to be regarded in estimating the 
value of the property.’’ Since this decision apparently still 
carries great weight, we may return to the main argument. 


Mi 


The economist, as such, has no special qualifications for con- 
sidering what the aim of the State should be, nor would such 
a discussion fall within the realm of economics or of any other 
science. But the economist can assume a certain aim as given— 
whether he personally favours it or not is irrelevant—and pursue 
the strictly scientific inquiry as to how that aim can best be 
attained. What aim can most fruitfully be assumed as given, 
for the purpose of applying economic analysis to the problems of 
public utilities ? 

The answer, I think, is obvious. Most modern States accept 
the competitive, or capitalist, system. May we not assume, 
therefore, that they accept the broad results towards which this 
system tends? May we not, in fact, assume that they accept 
the system just because it tends to produce these results? It so 
happens that within the sphere of public utilities competition 
cannot operate as freely and in quite the same way as in most 
other industries. But the differences are, so to speak, accidental. 
There is, therefore, no reason to suppose that the State wishes 
to achieve results in this sphere different in nature from those 
achieved in the rest of the economic field by competition. ‘This 
provides the assumption which seems most plausible and fruitful. 
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It is then possible to consider in what ways public utilities 
should be regulated or operated in order to attain ends similar 
to, and harmonising with, those attained by competition in 
other fields. 

What are the broad results which competition tends to bring 
about 2 Briefly, it tends to satisfy demand as well as possible 
from limited ‘‘ means ”’ or “‘ factors”? of production. Demand 
is, of course, effective demand. The distribution of wealth and 
income at any time is a given fact. The State may modify 
this distribution through the machinery of Public Finance—for 
example, by a progressive income-tax. It is then the distribution 
as thus modified which is the datum. The satisfaction of 
demand is a question partly of how much is produced and 
partly of what is produced. Thus the system tends simulta- 
neously towards two results. The first is that of producing 
as much as possible under the limiting conditions, per unit of 
“means ’’ employed. The second is that of producing that 
assortment of goods and services, out of all the assortments 
possible under the limiting conditions, which consumers most 
prefer. 

The two results are variables dependent upon one another, 
since the proportions of different goods demanded will vary with 
variations in (physical) productivity, while productivity depends 
partly on what assortment is produced. Again, the assortment 
produced affects the distribution of income, which is taken in 
the first place as given. Nevertheless, the brief statement given 
above is sufficiently accurate for our present purpose. 

It is sufficiently accurate to show, given this aim, what are 
the dangers of monopoly. It is said that a monopolist aiming at 
maximum profit may charge ‘‘ excessive ’’ prices or make “‘ ex- 
cessive ’’ profits. In so far as this modifies the distribution of 
income it may do so in the direction of either greater or less 
inequality.‘ We have no warrant, under our assumption, for 
assuming any such modification to be either desirable or un- 
desirable. But monopoly profits must imply restriction of 
output. Their existence shows that new “ free” capital could 
earn more in the monopolistic industry than elsewhere. But 
outside free capital is kept out and the monopolist will not 
invest more of his own because the increased production would 


11 Usually greater. But a monopoly owned by comparatively poor share- 
holders and selling to comparatively rich consumers 1s conceivable. 
Monopoly profits made by the State from selling to consumers richer than 
the average citizen will nevertheless increase inequality if used to relieve 
still richer classes of some taxation. 
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compel him to lower his prices in order to sell it all, and would 
thus lower the return on the capital already invested. His 
marginal costs equal his marginal receipts, as under competi- 
tion, but he takes account of the lowered price of his product 
in reckoning the extra receipts which will accrue to him, and 
this is not done under competition. Hence the assortment of 
goods and services produced is not that assortment which con- 
sumers most prefer: it contains too little of the monopolised 
good and too much of other goods. Restriction of output in this 
sense occurs when monopoly profits exist—whether part of the 
output is destroyed or not, and whether fixed capital is fully 
utilised or not. It may occur even when the monopolist is 
making losses, if the prices of some or all of his products 
are higher than they would have been under competition. By 
restriction of output he may keep down his losses, just as a more 
prosperous monopolist increases his profits. Again, a monopoly 
may be more efficient (possibly owing to the fact that the 
advantages of a comparatively large business unit in that 
industry are greater when there is a monopoly), as well as less 
efficient, than competing firms would be. In the former case, 
the prices of his products may be lower than they would be 
under competition. Nevertheless, if he is making monopoly 
profits, there is restriction of output. The (assumed) aim of the 
community is not being achieved as fully as possible.’” 

The State does*not permit complete freedom of enterprise. 
It establishes a framework of regulations within which the 
system works. Thus hours and other working conditions are 
often laid down by law, measures are taken designed to promote 
health and safety, and so on. Sometimes other aims are appa- 
rent, as when electricity is conveyed by underground wires 
instead of more cheaply by overhead wires, since the latter are 
deemed more unsightly. When water is charged for on some 
basis other than quantity consumed, the aim may partly be the 
hygienic one of encouraging its use. Nevertheless, on the whole 
our assumption seems plausible and justifiable. We thus have 
a basis for the economic analysis of public utility problems. It 
is suggested that these problems deserve more attention from 
trained economists, on account both of their theoretical interest 
and of their practical importance, than they have hitherto 
received. 


12 This point is sometimes overlooked by those who emphasise the need 
for protecting the consumer. For example, it is overlooked by R. G. 
Tugwell in his illuminating monograph The Econontic Basis oj Public 
Interest. 
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The Reports of Parliamentary Debates, 
1803-1908° 


By H. DonaLpson JorpDan. 


Tue Cobbett-Hansard series of parliamentary debates, starting 
with the session of 1803-4, forms a much-used historical source 
for students of the nineteenth century. Its superiority to its 
rivals was early marked, and not long after the close of the 
Napoleonic wars Hansard had become an institution, only not 
official because no one then thought of an official report. Its 
prestige among contemporaries was so great that it has imposed 
itself on later times, and writers generally quote and employ 
Hansard with no less confidence than they feel for any of the 
Blue Books. So satisfactory was it for the needs of public men 
that Great Britain was the last of parliamentary countries to 
introduce an official report of debates in the legislature. That 
stage was fully reached only in 1909; for the previous hundred 
years the records have merely the sanction of consent. Perhaps 
it is worth while to see how the familiar volumes were composed. 

It was William Cobbett’s Annual Register which, by a pro- 
cess of budding, gave rise to the series of Debates which still 
cling to their eighteenth-century form. Starting as a Supple- 
ment to his Register, parliamentary proceedings were soon set 
aside in an independent publication.” With Volume X, in 1808, 
T. C. Hansard appears as the printer; in 1812 Cobbett disposed 
of his interest, and his name was dropped from the title. From 
1812 to 1829 the publication was called The Parliamentary 
Debates, ‘‘ published under the superintendence of T. C. Han- 

1 The writer wishes to acknowledge his indebtedness to Mr. Michael 


MacDonagh’s thorough and delightful work, The Reporters’ Gallery (London, 
1913), as well as to Mr. MacDonagh himself, who was kind enough to read 
this paper in manuscript. 

2 sen Valiente tine ies covering November 22nd to December 2oth, 1803, 
are printed from the same types, pagination. and all, as Cobbett’s Annual 
Register, Volume IV. The first volume was issued only in June 1804, with 
the remark that ‘“ the work has, in the short space of half a session, attained 
to such an extent of circulation, and such a degree of pre-eminence, as to fully 
warrant the supposition, that it is the only compilation at all likely to be 
regarded as an authentic record of the Legislative Proceedings of the 
present time.’’ Cobbett’s Weekly Political Register, V, p. 863. 
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sard ’’?; and with Volume XXI of the second series it became the 
well-known Hansard’s Parliamentary Debates. For a long time 
it did not have the field to itself. In its first twenty-five years, 
we are told, eighteen rivals started up, ‘‘ some promising to give 
a more condensed and some a more elongated account,’’* but 
these have never been investigated. One of them, indeed, The 
Mirror of Parliament, endured from 1828 to 1841, and we have 
the testimony of the second Hansard himself that for four or 
five years it was superior to his publication.* We should know 
more about this. * 

Neither Cobbett nor anyone else until long after his time 
dreamed of publishing a verbatim report.’ His work was frankly 
a compilation from various sources, and a compilation it 
remained until the twentieth century. The purpose at the outset 
was partisan. Cobbett was in close political alliance with 
William Windham and expected to forward their political views 
by publishing the carefully-corrected speeches of ‘‘ our friends ”’ 
in his record.° ‘This phase, however, was very short. Cobbett 
not only quarrelled with Windham, but soon ceased to supervise 
the Debates, which were handled by his literary factotum and 
partner John Wright. Wright was glad to add to his own 
resources from pamphlets and any other material that offered ; 
and by 1814 ‘‘ communications ’’ from speakers in the Houses 
were become so common that the editor was constrained to ask 
that they be sent within ten days of the debate to which they 
referred.’ Cobbett originally spoke of Wright as ‘“‘ my 
reporter ’’ and applied for his admission to the Gallery*; but it 
is extremely unlikely that actual reporting was much done. 
Wright, who remained the editor until 1830, arranged and 
regularised the practice which continued pretty much unchanged 
and uncomplained of for two-thirds of a century. He and T. C. 
Hansard the younger, who was editor from 1833 to 1888, are the 
makers of the Hansard we know. 


3 Advertisement to Vol. XXI, second series. 

4 House of Commons, No. 327 of 1878 (XVII, I), p. 318. Unlike Hansard 
the Mirror had some reporters of its own, though not enough for a complete 
report. It is well known that Dickens was at one time on its staff. 

5G. D. H. Cole (The Life of William Cobbett, London, 1924, p. 131) calls 
Cobbett’s work ‘‘a faithful verbatim reprint of the speeches in Parlia- 
ment ”’; but it never pretended to be anything of the sort. 

6 Cobbett to Windham, November 21st, 1803, in Lewis Melville, Life and 
Letters of William Cobbett, London, 1913, I, p. 196. Cf. Ibid., p. 209. It is 
curious that Windham was the most eloquent and consistent of the oppo- 
nents of the newspaper reporters in the House. In 1810 the reporters 
boycotted him. MacDonagh, The Reporters’ Gallery, London, 1913, pp. 293 
and 314 ff. 

7™Volume XXVIII. s' Melville, op. cts, I, pu 106" 
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Hansard’s system was natural but curious. He had no 
reporter of his own and made up his reports by collation of 
those in the daily papers. No one knows how thoroughly that 
collation was done nor anything about it save that it was under 
his personal supervision. Then proofs were sent to each speaker 
for correction; or, if speakers liked, they could send Hansard 
a clean manuscript. After a certain time the material thus 
secured was sent to press in its final form. 

Such an arrangement was theoretically indefensible and it is 
only surprising that it gave satisfaction so long. A journalist, 
describing it in 1853, said that many Members returned to 
Hansard “‘ a composition which is no more the speech uttered 
by them in the House of Commons than it is a Welsh ballad. 
Observe, that whatever they return, is adopted. ... We are 
duping the unborn generations. With open eyes we are sowing 
the seeds of dissension between historians of another ape rey Se 
The charge can neither be proven nor disproven, but it is certain 
that suspicion about corrected speeches could never be destroyed 
so long as condensed reports were used. ‘The anonymous 
journalist was echoed by a Lord Chancellor a generation later : 
Lord Halsbury believed ‘‘ that some of the speeches which appear 
in Hansard never were really delivered as they appear in Han- 
sard at all.’’’® All that can be said here is that Hansard had 
tact and perfect independence ; according to his own testimony 
he always refused to make additions which he thought had not 
been spoken, and he never received a speech before it was 
delivered." One precautionary measure he did take by 
beginning in 1850 the practice of starring those speeches “ re- 
printed from a Pamphlet or some authorised Report.’’’? The 
asterisk continued in this sense until 1889, when it was changed 
to a sign “‘ that the Speech has been revised.”’ 

Hansard’s Debates give an abbreviated report of the proceed- 
ings of Parliament, and there is a great deal to be said for the 
practice of condensation. But who is to say how the condensation 
shall be done? Essentially the matter was cared for by the 
newspapers, for Hansard was entirely at the mercy of their 
estimates of what was important. In general their reports, 


9 Daily News, August 8th, 1853, quoting Cambridge Independent Press. 

10 House of Commons, No. 284 of 1888 (X, 411), p. 282. ”" : 

11 Description and discussion of the question of Members’ revision in 
Hansard’s time is in H. of C., No. 373 of 1862 (XVI, 133), pp. 41-42; No. 327 
of 1878 (XVII, I), pp. 9-10 and pp. 190, 194, 196, 200, 332, 492, 848, 1562; 
and No. 284 of 1888 (X, 4Iz), p. 127. , ; ( 

12 Lord John Russell’s speech on colonial policy in February 1850 was, 
I believe, the first to be indicated by the asterisk. 
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depending on the occasion, ran somewhere between one-third and 
four-fifths of a verbatim record, and the condensation was 
mainly of those speakers whose words were not of “‘ national ”’ 
interest. The result was quite satisfying for a long time, and 
it was not until after 1870 that journalistic and parliamentary 
conditions had so far changed that attention was called to 
lacune of practical importance. In 1877 Sir Stafford Northcote, 
then Chancellor of the Exchequer, entered on negotiations with 
Hansard on what came to be called the ‘‘ four points ’’ : (1) dis- 
cussions on private bills ‘‘ by order ’”’; (2) discussions in com- 
mittee of supply; (3) discussions in committee on public bills; 
(4) debates after midnight. The first three were subjects to 
which a newspaper could hardly be expected to devote its space, 
while post-midnight debates, growing more frequent at this time, 
were increasingly difficult for newspapers to handle. Beginning 
in 1878, then, an arrangement was in force whereby Hansard 
agreed to put a reporter in the Gallery in order to take care of 
the four points and in return received a grant of £3,000 a 
session.** 

This was the practical beginning of the development which 
ended in the undertaking of an official report in 1909. In a very 
small way, to be sure, Hansard had been subsidised since 1855,"* 
but he had never been responsible to anyone save himself. Now, 
however, he was open to criticism and his grant excited the 
covetousness of would-be rivals. In 1886 there was even a formid- 
able attack in the House of Commons.’ Select Committees sat in 
1878 and 1880 without obtaining action, but in 1888 a joint com- 
mittee of both Houses made recommendations some of which were 
adopted. Curiously enough the most weighty opinion against the 
adequacy of the existing system and in favour of some sort 
of an official report was that of Hansard himself, expressed as 
early as 1877*°; but the considerattons which especially moved 
the committee of 1888 seem to have been the objections to the 
cost of Hansard and the belief that its parts were not published 
as promptly as was possible. Under the new dispensation, which 
was used for the sessions 1889 to 1908, the reporting and pub- 
lishing of the Parliamentary Debates was entrusted to con- 
tractors who bid for the business. The contract’ specified that 


13 Later raised to £4,000 and then to £500 for each volume over six. 
H. of C., No. 327 of 1878 (XVII, I), pp. 10-12, 118; No. 284 of 1888 (X, 411), 
PP. 143-45. 14 Fi, ‘on Cy Nov 294) Of 1238, pe 152. 

DV AONSATd, 2ECesernw eee LXxemcolsantas atte 

16 Hlouse of Lords, No. 66 of 1880 (VU, 17), p. 84; H. of C, No, 284 of 
1888 (X, Azz), p. 108. 

17 E.g., No. 23 of 1895 (UX XIX, 281). The last contract is No. 377 of 1902. 
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the contractor might procure his report from any source, but 
must keep a reporter constantly present in each House to supply 
deficiencies or correct errors; that the contractor had discretion 
as to the fulness of reports, but no speech must be reported 
at less than one-third of its length as delivered ; and that debates 
in committee and on private bills should be reported as fully 
as those on public questions. In 1891 it was added that questions 
to Ministers and their replies must be given in full. There were 
also provisions as to the time which might be allowed for print- 
ing and for Members’ corrections, so that the corrected edition 
should be published daily not less than a week after the debate. 

The new arrangement was not a success, at least for the 
House of Commons. Five successive contractors shared the first 
ten years of the scheme, and it was only after 1899 that one 
was found who could carry on steadily. Twice contractors went 
bankrupt, once in a manner which almost endangered continuity 
of publication; there was a scandal about advertising on the 
paper covers of the daily parts’* ; and there was discontent in the 
Reporters’ Gallery. One contractor arranged with The Times 
to use its staff, somewhat enlarged; but the contract was not 
renewed after its three sessions. The inexperience of successive 
contractors showed bad results. Their editors were far more at 
the mercy of Members in the question of corrections than Hansard 
had been. There were instances where speeches were practically 
rewritten and accepted by the editor, while once a Member 
deleted some two-thirds of his own speech.’® In this connection 
the last of the contractors’ editors expressed as his deliberate 
opinion ‘‘ that Hansard is not, and has not been for years, a 
reflex of what has actually taken place in the House of Com- 
mons.’’*® It was, furthermore, almost inherent in the system 
that contractors should be accused of sweating their reporters 
and that, in consequence, the best men were not available for 
the authorised report. There can be no surprise that a business 
secured by tender should have been carried on by as small a 
staff as possible, and, though paid at the standard rate, the 
Debates reporters were certainly worked longer and harder than 
the newspaper men.”* 

There was also small satisfaction as to speed and regularity 
of publication, a matter of great concern to many M.P.s, and 


18 No. 213 of 1893-94, pp. 12, 16. , 

19 HF. of é Rares eae (XIII, 275), evidence of G. HE. B. Eyre and 
F. M. Bussy. Ae rate 

20 No. 239 of 1907 ReLG) sete 

21 No. 213 of 1893-94, p. 1291; No. 239 of 1907, pp. 928 ff., 945 ff., 1208 ff. 
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for a number of years the contractors quite failed to live up to 
the terms in this respect. The only supervision over them was 
as to the quantity of output for which they were paid; but even 
here suspicion existed that when the terms of payment, a flat 
sum per sessional volume, were unremunerative, reports were 
curtailed, while if they were good, the volumes were inflated 
by tables of contents and duplicated information. Both of the 
committees which sat during the period—in 1893 and 1907— 
recommended a full official report, and at least measures were 
taken. In 1909, as we know, the old partially condensed Debates, 
with all their advantages, were replaced by the verbatim Official 
Report. 

But in the House of Lords an almost official system had 
existed since 1889. Before that year Hansard had no reporter at 
all in the Upper House, of which the reports were very defective 
indeed. At last, after a decade of discussion and experiment, 
their Lordships suddenly took the bull by the horns. The con- 
tractor’s reporter was placed on the floor of the House on August 
Ist, I889.*" As the conditions of his work were in several ways 
different from, and certainly much simpler than those in the 
Commons, his relations with the contractors were special and 
continuous. It was observed toward the end of the period of 
contracts that the Lords’ section of the Debates was relatively 
much fuller than the Commons’, containing a far higher propor- 
tion of speeches reported word for word. When the Commons 
undertook an official report in 1908, the Lords kept on practically 
as they were, their reporter going on the official staff. As they 
refused to fall in with the desire of the other House for publica- 
tion on the morning following the debate, the reports have since 
then been issued in separate series. 

Hansard was for so long made almost entirely from newspaper 
reports, that it is worth while to know something of the condi- 
tion under which these were obtained. ‘These conditions doubt- 
less changed very much from 1803 to 1908, yet certain aspects 
of parliamentary reporting have remained practically the same 
since the beginning of a reporters’ gallery. One feature, deserv- 
ing emphasis because of the uncertain character of the reports as 
a whole, is the professional pride of the Gallery men. 
Journalists, indeed, they have always been, but it is their boast 
that in the Gallery they know no politics and that intentional 
misrepresentation or partisan curtailment of a Member’s remarks 
are absolutely unknown. Of equal significance is the fact that 


24 Th? Of CyNogesqroleroo7elV LlgeaS)s naetOse 
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the reporters’ copy was not sub-edited. The reporters for each 
paper, working under a chief of staff, knew in a general way 
what their editor wanted, but their product went straight to the 
compositor and for many decades was given first claim on the 
newspapers’ space. The journals from which Hansard drew 
were in honourable rivalry with regard to their parliamentary 
reports, and we may say with safety that there was never any 
sinister influence on his sources. 

Another standing feature is the spirit of close camaraderie and 
mutual helpfulness in the Gallery. This esprit de corps has 
remained a tradition of no little power. As a result of this the 
human failings of the reporters have to a considerable extent 
been eliminated by their habit of pooling their resources when 
the work was difficult. No Gallery man ever refuses help to 
another. On the other hand, a Member persistently incoherent 
and mumbling might gradually exhaust the Gallery’s patience 
and acquire a bad reputation for being impossible to 
report. It seems that Sir Charles Wood is an example of this, 
while John Bright represents the opposite extreme of the man 
who makes the reporters’ work easy and is always well 
reported.”° 

The physical conditions under which the reporters plied their 
art are of some importance. In the ‘‘ old House,’’ burned down 
in 1834, they had slowly acquired a right to the back (fifth) row 
of the Strangers’ Gallery. Thus they faced the Speaker, whom 
Members were expected to address; and they wrote on their 
knees as best they could, half in the dark, and very near the 
roof. The difficulty in hearing, however, does not seem to have 
been very great except when other “ strangers ’’ in the gallery 
in front of them talked or jostled. In the House of Lords the 
reporters stood, very much on sufferance at first, below the bar 
where they could hear better than they could write. For seventeen 
years after the fire the House of Commons occupied temporary 
quarters, in which, thanks partly to the efforts of C. R. Dod of 
The Times’ staff,** a special gallery was provided. This was 
just above the Speaker, giving more likelihood that Members 
would face the Press when on their legs. Though they were not 
without complaint,’ audibility seems, on the whole, to have been 


23 H. of C., No. 327 of 1878 (XVII, I), p. 776. It was quite possible for a 
speech of the first importance to be almost unheard. See Justin M’Carthy’s 
account of Cornewall Lewis’s budget speech of 1856 in his Reminiscences, 
London, 1899, I, p. 23. 

24 Quarterly Review, XCV, p. 30 (June 1854). 

25 James Grant, The Great Metropolis, London, 1836, II, p. 225. 
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pretty good. In the House of Lords, too, the interim, which was 
shorter (sessions 1835-1846), provided reasonably satisfactory 
arrangements for the reporters. In Barry’s new Houses, how- 
ever, the Press Galleries were one of the unsatisfactory features. 
In the House of Commons a row of fifteen reporters’ boxes, with 
a second row and writing ledge behind, occupied the space above 
the Speaker’s canopy and continuous with the Members’ 
galleries on the sides. Here the audibility was generally as good 
as anywhere but in the centre of the House; in none of the boxes 
was it possible to hear all speakers well,’ but in all of them 
many speakers were easy to take.*® The chief difficulty was 
the severely limited accommodation, for only in the front row 
was it possible to hear and see well enough for anything like a 
verbatim report; and fifteen seats were difficult to divide among 
the British Press. In the House of Lords the reporters were 
similarly placed, above the bar in a row of ten boxes backed 
by ten relief seats. About 1870 this gallery was moved slightly 
forward. In this case, however, the reporters faced the Lord 
Chancellor, and if, as was often the case, the most frequent 
speakers were peers who had been trained in the other 
House, they tended to turn toward him and away from the 
Press. 

The reporting of the House of Lords may be dealt with 
conveniently at this point. It was extraordinarily difficult. The 
acoustical properties of their beautiful chamber have always 
been and are extremely unfavourable to the listener, wherever 
placed, nor did the speaking style of the peers often do much 
to overcome the handicap. In none of the galleries were there 
seats where a verbatim note could always be taken, and the 
reporters’ gallery was worse placed than any. As a consequence, 
reporters in the House of*Lords were doomed to an unceasing 
struggle to get a note at all; they collaborated regularly in 
writing out; they had to apply far too often the golden rule, 
‘““ when in doubt, omit ’’ ; and, in spite of all, they often mistook 
words and phrases to an extent that brought down the repudia- 
tion of the speaker. Lord Salisbury, who had been both Foreign 
Secretary and Secretary for India, volunteered in 1880 that mis- 
represented statements of his, telegraphed to India or foreign 
courts, had sometimes ‘‘ produced considerable misconception,’’ 
with results that he regretted. His comment was that you can- 


26 Gallery reporters differed as to whether the hearing in the new House 
was better or worse than in the temporary one. H. of C., No. 451 of 1867 
(VIII, 457), p. 18 and p. 432. 
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not have an ornamental House and at the same time one in 
which you can be heard, ‘and the House of Lords has gone 
too far in the cesthetic direction to be cured now.’’?”. Hansard 
had no reporter in the House of Lords, though he applied for a 
seat after 1877. His opinion was that the debates in this House 
were simply being lost to the country—it was a national 
disaster.** The knot was only cut, as we have seen, by the 
placing of a reporter on the floor of the House. Of late years 
amplifiers have been of assistance to the Press. 

Shorthand came slowly into use in the Press Gallery. So late 
as 1836 one of the reporters believed that only one-third of his 
colleagues were shorthand writers,?* but after that time the 
longhand reporter grew steadily rarer and by 1860 had probably 
disappeared. His tradition, however, continued. If there was 
one thing on which every Gallery man was agreed from the 
beginning until now, it was that shorthand is not enough. The 
reporter must, said one of them in 1830, ‘‘ possess a sound judg- 
ment and extreme facility of composition to enable him on the 
moment to fill up the lacun@ which must necessarily exist in 
the most perfect note-book.”’*? One of the Gallery quips was 
about the man who was a reporter for The Times, but not being 
clever enough was made an M.P.** In 1854 a very well-informed 
writer in the Quarterly Review, explaining that the reporters 
were practically officials of the House, described their chief 
function as one of filtering parliamentary speaking of bad 
grammar, nonsense, and iteration.** It was pretty well under- 
stood that this was one of the advantages of unofficial reporting. 
Charles Ross, who was in the Gallery for sixty years and chief 
of The Times’ staff for nearly thirty, was a shorthand writer ; 
but he said that when he wrote up his notes he “ liked to take 
pains instead of giving verbatim reports.’”’** Even Hansard 
remarked that if the printed version of a speech put into a 
Member’s mouth what he ought to have said rather than what 
he did say, ‘‘ that would not be a very great eval 2728 And if the 
reporters have always stressed the fact that their functions went 
far beyond mere stenography, the shorthand writers agreed, 
According to one of them, the reporters, though using short- 


27 House of Lords, No. 66 of 1880 (VII, 17), pp. 2, 9. 

28 Tbid. . 63, 69, 85. 

29 Grant Phe Gren aivepolis. London, 1836, II, p. 229. 
30 Fraser’s Magazine, Il, p. 293 (October 1830). 

31 Eliza Cook’s Journal, X, p. 376 (April 8th, 1854). 

32 Quarterly Review, XCV, p. 30 (June 1854). 

33H. of C., No. 327 of 1878 (XVII, I), p. 583. 

34 [bid., p. 190. 
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hand, never reproduced literally but always condensed, often 
unconsciously.** 

For a long time only the leading London journals had staffs 
of parliamentary reporters, but in the early part of the century 
the debates were the staple of their pages. Though almost to 
the end of the Palmerstonian era there were five or six morning 
papers giving ‘‘ full’’ parliamentary debates, from the latter 
part of the 1820’s the Morning Chronicle and The Times drew 
enough ahead of their rivals to be the main, though not the 
only, sources for Hansard. When the Morning Chronicle died 
in 1862, The Times’ pre-eminence was left unchallenged, 
though even earlier it had gained the upper hand. Before long, 
however, a new factor entered the situation. In the years around 
1860 a daily Press arose in the provinces, Scotland, and Ireland, 
and new and enterprising papers chafed under the parliamentary 
monopoly of London. But though about this time the Gallery 
was widened by four seats, the Sergeant-at-Arms, Lord Charles 
Russell, had no idea of considering other claims than those of 
London. In the later ’sixties, none the less, leading provincial 
journals began to make use of the reporters and even the seats*® 
of those London papers whose reports were growing steadily 
thinner, and in this way reports could be obtained of such 
speakers and subjects as especially concerned them. Hansard 
soon took cognisance of this and used these papers in his work. 
With the formation of the Press Association in 1869, which soon 
secured a seat of its own, the possibilities were still further 
expanded ; for its staff, besides the rather condensed report which 
it took for general subscribers, could be utilised by individual 
papers for special orders.*” But it was only in 1881, when the 
Gallery was enlarged again by ten seats explicitly in order to 
accommodate the provincial journals, that the few of these 
which could afford to were enabled te secure independent reports 
thoroughly adjusted to their own needs. ‘These undoubtedly 
helped Hansard and the contractors to be more ample on topics 
of local interest. 

But The Times was always the chief source. An eminent 
M.P. asserted that for years before 1878 The Times’ reports 


35 Hvidence of W. H. Gurney Salter, shorthand writer of the House of 
Commons, H. of C., No. 284 of 1888 (X, 411), pp. 980 ff.; and No. 239 of 1907 
(VII, 15), pp. 1906 ff. 

86 To secure the use of a seat it was, of course, necessary that a London 
journal should consent to take a provincial reporter on to its Gallery staff. 

87 The editor of the Leeds Mercury said in 1878 that it paid about {160 a 
ioe nas special reports of local Members. H. of C., No. 327 of 1878 (XVII, 

ye Du 2008. 
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and Hansard were so nearly identical that, for lack of competi- 
tion, both fell away in quality.** It is doubtful if the charge 
could be justified ; in quantity at any rate The Times held up 
extraordinarily. So late as 1888 the parliamentary report had 
stall first claim on its space, other matter being fitted in with 
it,” and T. P. O’Connor was very nearly right when he said 
that the House of Commons could do without an official report 
ready every morning only as long as The Times kept up to its 
standard.*° It is indeed remarkable how close to the state of 
being official The Times could approach without giving up a jot 
of its own independence. Not only did its chief of staff, who 
took no notes, occupy the centre seat of the Gallery, with two 
more Times’ boxes beside him—Hansard’s reporter had one seat, 
further to the side—but even after the era of contractors started it 
was The Times’ men who received the daily questions and 
answers direct from Ministers. The rest of the Gallery was 
allowed to see these until six o’clock, when those The Times 
used went off to the printer. If the contractor’s reporter did not 
have time to copy these, he could get them from next morning’s 
paper.*? 

While unreasonably prolonged investigation would be required 
to permit of detailed statements as to the deficiencies of the 
Parliamentary Debates, certain facts stand out clearly which 
should be known to those who use them. One of the chief of 
these is the great variations in the situation at different times. 
The House of Lords, for instance, was pretty well reported in 
the ’thirties and ’forties, badly from 1847 to 1889, and very 
well and also fully from 1889 to 1908. The Commons’ proceed- 
ings are less easily summarised, but even here certain periods 
saw considerable changes. Until about 1870,** and to a large 
extent to 1881, the selection of what should be reported lay with 
London papers, after 1862 almost entirely with The Times, but 
after the provincial Press came into the Gallery, Members for 
the largest towns and debates on Irish and Scotch subjects were 
much more fully reported. Country Members who had no news- 
papers to take care of them were no better off than before.** 
A more definite date of significance is 1878. Until then Wednes- 

38 Hvidence of lL. H. Courtney, M.P., H. of C., No. 284 of 1888 (X, 411), 


. 568. ' 39 Ibid., p. 734- 

40 Tbid., p. 1873. For a discussion of The Times’ attitude on the reports, 
see No. 327 of 1878, pp. 539, 590. 

41 H. of C., No. 213 of 1893-94 (XIII, 275),-p. 35: = 

42 The earliest instance I have found of a reporter of a provincial paper 
permanently in the Gallery is of 1867: Memoirs of Sir Weiiyss Reid, 
London, 1905, p. 121. 43 Cf. H. of C., No. 284 of 1888, pp. 798-800. 
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days—private Members’ day—were, in Hansard’s words, the 
‘great blot’? on the system of parliamentary reporting.** 
Matters of general interest were relatively rare and the news- 
papers, like Members, relaxed their attention on that day. But 
after 1878 Hansard’s care for the “‘ four points ’’ meant that 
private bill and committee proceedings were reported with 
“almost grotesque ’’- amplitude, while a second reading debate 
of some importance but little general interest might be very 
summarily dealt with.*® Similarly it is true that between 1855 
and 1878 post-midnight debates got very skght reports, because 
the growing circulations of that period forced the newspapers to 
go to press earlier than before. 

The historian is tempted to assume that the fullest report is 
the best report, but this does not follow of necessity. In the 
period of the contractors Hansard gave two-thirds to three- 
quarters of what was spoken in the House of Commons,** more 
than ever before, yet by common consent the reports were 
inferior, largely because there was no general viewpoint to 
control the amount of condensation or the use of Members’ 
corrections. In the old days, too, say between 1830 and 1860, 
five or six skilled and independent reports, taken from the same 
‘“national’’ point of view, were available for Hansard’s com- 
pilation process,*’ while later, though there were full reports of 
more speeches, little opportunity existed for checking one 
version by another. 

In conclusion it is difficult to do more than issue a general 
caveat. Hansard unquestionably gives a fuller account of pro- 
ceedings than any one newspaper, and there is no suspicion of 
bias or unfairness in it. But before 1878 it is in no respect a 
first-hand source for what was spoken in Parliament.** For 
reports not subject to the possibility of post-debate modification 
by Members one must go to the Press; for the times of sitting 
and rising, questions to Ministers,*” cheers and hisses, the Press 
again. Hansard has much of the dignity and formality of an 
official record without its impeccability; it is a complex of 

a4 TOF C. NO-e3o7tG 16755). 255. 

45H. of C., No. 284 of 1888, pp. 603 ff. 

£6 El. of C., No. 213 of 1803-04 (XITDL, 275), pp. 352, 11195 No. 320, 0f 1007 
(VITESIS)tepo. anes er 

47 See, for example, the comparison in five newspapers of a short passage 
in a speech of Gladstone: Morning Chronicle, May rath, 1852. Hansard 
(3rd ser., CXXI, col. 454) in this instance follows the Chronicle. 

48 Tables of figures and other documents read in the House were usually 
handed by Members to someone in the Press Gallery. I have not ascer- 


tained whether Hansard ever received these directly. 
49 Until the last quarter of the century. 
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defects, adding new ones to those of the papers it copied. Yet 
at the end one may always remember that for the practical work 
of Parliament, where reference is so often made to past debates, 
Hansard served adequately if not brilliantly during three 
generations. 
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The Indian Exchange Problem 1919-20 
By R. S. SAYERS. 
1. INTRODUCTION. 


THE purpose of this article is ta discuss the dislocation of the 
Rupee-Sterling exchange in the two years immediately follow- 
ing the Armistice. That period saw the first marked breakaway 
of the Indian currency authorities from their long policy of main- 
taining a stable sterling exchange, and it seems worth inquiring 
what conditions led to that breakaway, and whether there was 
any alternative which would, from any reasonable point of view, 
have been preferable. 

It is important to remember that whatever the exchange 
standard, the Indian currency in circulation is the silver rupee, 
and that the period was marked by a violent fluctuation in the 
sterling price of silver. Certain questions leap at once to the mind : 
(1) Did the authorities raise the rupee exchange artificially in 
order to prevent the silver in circulation in India from finding its 
way to the melting-pot? (2) Or did a big loan to India lead to 
conditions for a rise in the rupee, which was allowed to take 
place because it also caused a rise in the price of silver (and 
therefore in the bullion value of the rupee)? (3) Or did the goods 
balance of trade suddenly change in favour of India with the 
result that the rupee and the price of silver rose? (4) Or did 
the goods balance change in favour of India, and the authorities 
allow the rupee to rise, thus departing from their pre-war policy 
of loan-manipulation to preserve stable exchanges, because there 
was an independent simultaneous rise in the sterling price of 
silver? 

In attempting to answer these questions, we find that the 
months under consideration may be divided into two periods : 

Period 1 includes the months when the summer crops of 
IQIg were exported, and concludes with the suspension of the 
Sale of Council Bills in January 1920. 

Period 2 begins in January 1920 and roughly covers the 
period in which the recommendations of the Babington-Smith 
Committee were the guide to policy—the period of sale of 
Reverse Council Bills. 
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Section 2 below deals with the events of Period 1. Section 3 
discusses the policy which would have been traditional, but was 
not followed. Section 4 discusses the reasons for the policy 
actually followed in Period 1. Section 5 discusses Period 2. 
Section 6 discusses the effects on external trade of the monetary 
policy of India in both periods. 


2. EVENTS oF PERIOD 1.? 


For this period, the facts provide a categorical answer to the 
first two questions. There was no Government of India loan 
issued in London before 1921—actually Indian Government in- 
debtedness in London was decreased during the critical period 
(March 1919-March 1920) by something like £10 millions,’ and 
Council Bills were sold freely until January 1920. This not 
only rules out the second possibility suggested above; but also 
shows that no effort was necessary to hold the rupee above the 
melting-point when the latter rose.* 

The third and fourth possibilities must therefore monopolise 
our attention. “The proximate cause of the rise of the rupee 
was the exceptionally favourable monsoon in 1919. ‘Table 1 
details the yields and exports of the five principal export crops. 
The year in respect of production statistics is July-June, while that 
for exports is April-March. This makes no difference for any 
crop except wheat, which is relatively unimportant and which 
is discussed later. 

The good monsoon of 1919 resulted in heavy increases in 
India’s exports of cotton (both raw and manufactured) and jute, 
increases which were only partially offset by decreases in her 
exports of rice and wheat. ‘The decrease in rice exports, in 
spite of increased yield, may be explained by increased home 
consumption of that crop—one way of absorbing the increased 
wealth. 

Wheat is harvested about May, and, in pre-war years, exports 
were spread not very unevenly over the whole year.* The yield 
of the coming year is, however, closely anticipated from January 

1 The statistics given refer, perforce generally, to the fiscal year 1919-20 
(i.e. April 1st-March 31st). I have carefully considered this difficulty, and 
think that no appreciable upsetting alteration would be made if the last 
two months could be excluded. ‘The statistics are generally taken from 
the Statistical Abstract for British India (1928), or from the Sea-borne Trade 
and Navigation Accounts of British India, 

2 Statistical Abstract for British India, ; 

3 Since an external loan would have been essential to the success of an 


attempt to hold the rupee at an artificially high level. 
4 This generalisation is based on an examination of quarterly trade 


returns for the series of years 1908-11. 
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onwards, the dangerous period for the crop being the cold weeks 
following the sowing. Consequently, unless wheat in store is 
practically non-existent, a good harvest in May does tend to 
increase exports in the first quarter of the calendar year. Now 
much wheat from the crop of 1919 was left in store in India.” 
Yet when in the first months of 1920 it was obvious that there 
was going to be a big crop of wheat in the spring, exports did 
not expand. In fact it was not until the rupee had completely 
collapsed in September 1920 that wheat began to be exported in 
appreciable quantities.* As wheat is rarely consumed by the 
Indian masses, it seems probable that the export of wheat was 
held back by the high exchange rate. However, wheat being a 
relatively unimportant Indian export, this shows only that the 
world’s demands for Indian wheat was much less urgent than 
the demand for Indian cotton and jute. 

However that may be, the important point for the present 
purpose is that the decrease in exports of wheat and rice were 
far from outweighing the very great increases in exports of 
cotton and jute. The total goods trade (in crores of rupees) is 
shown in Table 2. 


TABLE 2. 
Ig18-19 IgIg-20 1920-1 
Exports Bs ie - 4 alee SS, 312 240 
Imports As Ape 169 208 336 
Favourable (+) or Unfavourable (—) 
Bavance® *... ts fey un eG + 104 -96 


Invisible items’ in India’s trading account certainly reduced 
the variation in the figures in the last row of the table (the 
‘‘ goods balance’’). Government interest payments increased 
from .26 to .28 and then fell to .23 of acrore. Pension payments, 
etc., probably remained unchanged. Shipping freights must 
have cost much more in 1919-20 than in either the preceding or 


7 Cf. Economist, November 13th, 1920. 
8 Wheat Exports. 


1920. 1921 
1st Quarter wwe 12,307 tons: 187,211 tons. 
and 4, rea eee 
3rd ws 2,059 4 
Aas ee geet 55087 Gus 


ig! i but 

9 I have found it impossible to draw up a complete balance sheet; bt 
I have inferred from the Balances of Remittances of Funds (published in 
the Sea-borne Trade and Navigation Accounts of British India) that the 
changes in the invisible items were small relatively’ to the changes in the 


“‘ goods balance.” 
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the following year; but the difference was not very great 
relatively to the change in goods movements.”” 

Thus India acquired great command over sterling (and other 
currencies). Only by importing silver and gold in increased 
quantities or by holding balances in London could a rise in the 
rupee be prevented. Silver and gold were imported in the 
following quantities-: 


TABLE 3. 


Net Imports of Precious Metals*into India. 
(in crores of rupees). 


Silver. Gold. 
1918-19 oa 68 sol ogo? 
IQIQ-20 re 29 sb 35.3 
1920-21 ee 6 bor 2.1 


Thus imports of silver were substantially less in 1919-20 than 
in 1918-19; but imports of gold just about balanced this decline. 
An enormous increase in balances held in London was the only 
way to avoid a rise in the rupee in the latter part of 1919. The 
Indian Government reduced its London debt by the equivalent 
(at 15Rs.—f1) of 14.85 crores. , The Gold Standard Reserve 
was also increased by about 1.8 crores—thus Government 
“Balances ’? in London were increased by about 16.65 crores. 
Meanwhile the Imperial Bank of India had kept its official dis- 
count rate unchanged when English Bank Rate went up by 1 per 
cent. in November 1919; but raised its rate to the English level 
in January 1920, and in February 1920 the Indian rate went 
ahead of the English rate. In this way the authorities provided 
no incentive to the increasing of private balances in London 
after January 1920. ‘They allowed the rupee to rise in the 
manner shown in Table 4. 

The reason for the rise in the rupee until January 1920 may 
therefore be summarised thus : There were very favourable crops 
of rice, wheat, jute and cotton, which resulted in greatly 
increased exports of the more important things—cotton and jute 
—which were only partially offset by decreased exports of wheat 
and rice and increased expenditure on shipping services. ‘The 
favourable balance was not reduced to much more than the usual 


10 J cannot feel certain of any figure—but the statement above is based 
on a guess that the change was probably something between 4 and 15 
crores between 1918-19 and 1919-20, the guess being based on comparisons 
of f.o.b. and c.i.f. values of Indian exports and on English shipping 
income. 11 Net export. 


7" ae 


1931 | THE INDIAN EXCHANGE PROBLEM IQIQ-20 455 


TABLE 4. 
Rupee Exchange 1919-20. 

1919. 1920. 
January... ~ 18 a. 28 
February ... bce 18 6 31% 
March = +" 18 oe: 28 
April a re 18 = 28 
May Be * 20 dtr: 25% 
June oe aa 20 ae 22 
July "8 _ 20 oe 23 
August... aoe 22 Bee 22 
September ... Fy 24 - 22 
October”... fee 24 a 20 
November ... ee 26 Eee 18 
December ... ws 28 a 174% 


extent by imports of silver (although imports of gold relieved 
this), nor was it more than partially counteracted by the Govern- 
ment increasing its debt in India and decreasing its debt in 
London. 


3. THE ‘‘ TRADITIONAL ’’ POLICY FOR PERIOD I. 


The traditional policy, for the Indian monetary authorities to 
have followed during the period when India was exporting her 
large crops of 1919, would have been to preserve the stability of 
the rupee by increasing debt in India and decreasing debt in 
London. We have seen ** that to some extent this policy of loan 
manipulation was adopted, and it must have reduced the fluctua- 
tion of the rupee correspondingly. Had India manipulated its 
debts to a sufficiently great extent the fluctuation might have been 
ironed out in the traditional fashion. It may be suggested that 
the fluctuation was of unprecedented magnitude—and therefore 
unmanageable. That is possible; but an examination of the 
evidence given before the various Committees and Commissions 
which have examined the Indian Currency Problem shows that 
the authorities have in fact been very skilful in their manage- 
ment. In particular, it may also be suggested that, easy though 
it would have been to contract net London obligations at that 
time, it would have been impossible to raise enough loans in 
India. This latter suggestion finds support in the fact that the 
increased wealth due to the good monsoon was spread over the 
masses of the Indian peasants. On the other hand one may infer 


12 P, 454 above. 
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from an official view’* that, though it would have been difficult to 
increase sterling borrowing in India, rupee loans could easily 
have been increased. 

Judging that this policy was possible, we find that the reason 
for the authorities’ acquiescence in the rise of the rupee was the 
rise in the metal value of the rupee coin as shown in Table 5. 
This rise in the price of silver (which was also the decisive 
factor in Period 2) is discussed in Section 4. 


TABLE 5. 
London Market Indian 
Price of Bullion Value Council Drafts 
Silver (d. per of 1 Rupee Immediate T.T. 
; standard oz.) at that price. (d. per Rupee.) 
IgI 
April 13th i. AEG hd 17.18 id 18 
I9I9 
May r3th\... i... S54 os 20.62 oa 20 
August 12th ... 5834 sg 21.83 ae 22 
September 16th... 6134 ak 22.95 Lat 24 
Novemberizsth..;: 976 aw 28.23 Bh 26 
December 16th... 79% Es 29.39 x. 28 
1920 
February 2nd ... 84% = 30.33 Ps 32%4 


4. THE RISE IN SILVER. 

The violent fluctuation in the price of silver in London is 
summarised in the following table, which shows the price in 
pence per standard ounce. 


TABLE 6. 
Sterling Price of Silver at commencement of each month. 

IgIQ. 1920. 
January ee 48.444 Soe 78.5 
GDI UGT yee ee one aa pa 88.0 
March a 47.75°* ~ 77.88 
April... a 47.75 7 70.63 
Davie 5.3 en 53-5 te 60.0 
June... si 580i as 56.18 
Jtubyceude: * 53-5 st ee) 
August ~ 55-75 Sa 56.25 
September... Soc fe 59.0 
October St 62,13 - 56.13 
November... 66.75 e! 33.88 
December aus 74.0 aR 44.75 


13 Evidence of Mr. C. H. Kisch before the Hilton Young Commission 
(1926). Vol. V, Q. 10,884-10,890. 14 Treasury fixed minimum price. 
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The causes of this enormous fluctuation—far greater than 
that in the general level of sterling prices—originated partly 
in conditions of supply, partly in conditions of demand. 

On the side of supply, it is important to realise how and where 
the annual additions to the world’s stocks of silver originate. The 


production in the chief countries during the years 1918-22 was as 
follows : 


TABLE 7."° 
World Production of Silver in 000’s of fine ozs. 

Total all 

countries, 

millions of 

U.S.A. Mexico. Canada. fine ozs. 
FOThie Rane O TP Oia &62,517% nruniioAl, 205m. bana eles 
Betas Pete TO Sn ath OR O04e eccvsiet 1002 ins wit wie go 
DOG wading PERS BOB rn Fe rt OO; O02 meer moras Ls 7 OAT om cident B74 
Sis iE OSs 5 our AOS wre ailln $4806: & talent Tp 
SS let RBA bn han, leery atl abo e Ol Teuste 203 


The United States and Mexico each produce about 32 per 
cent., and Canada ro per cent., of the world output, so the above 
table shows that the most important changes in world production 
are to be sought in the production of those countries. 

The large decline in production in 1919 as compared with 
1918, which was one of the main reasons for the 1919 rise in 
the price, has frequently been ascribed to the fact that the 
Mexicans were too busy cutting each other’s throats to bother 
about mining silver?’ ; but the figures in Table 7 show that there 
was an actual increase in Mexican production in 1919. It is 
true that Mexican disorders prevented a big increase in their 
production which might have offset the decline in the production 
in other parts of North America, but the prospect later of their 
settling down created reasonable expectations of increased pro- 
duction!” and that helped the price decline of 1920-1. 

The greater part of the actual decline in production was in the 
United States (decline 11.2 million fine ozs.) and Canada (decline 
5.2 million fine ozs.). In the United States a large proportion 
of the silver is mined in the copper mines. The cessation of the 


15 From E. Kann: The Currencies of China, and Edition, p. 201; there 
reproduced from Bankers’ Economic Service, New York, Special Bulletin. 

16 As a matter of fact, Mexico was already settling down a little, as 
German influences had departed, and the ammunition of the rebels was 
exhausted. (Economist, Nov. 23rd, 1918.) f 

17 “ Reasonable,” because 1922 showed an increase of about 23 per cent. 


over the 1919 production. 
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munitions’ demand for copper after the Armistice’® led to the 
closing down of many of these copper-silver mines, with the 
result that the output of silver was reduced.’* Somewhat similar 
influences caused the reduction in the output of Canada, where 
silver is found mainly with lead.*° Thus the main cause, on the 
side of supply, of the rise in the price of silver was the accumula- 
tion of Government stocks of munition raw materials. 

But there were also important influences on the side of 
demand. China was wanting more silver for currency purposes. 
The Far East was reacting to the inflation*of the rouble by the 
Bolshevik Government, by using silver for currency instead of 
rouble notes.*7. The Chinese banks were to some extent filling 
the gap with their own notes*”; but in the interior these notes 
were viewed with suspicion.”° ; 

India too had been taking abnormally large quantities of silver 
for hoarding in 1918-19, and although the net imports of silver 
were reduced in the following vear from 68 to 29 crores of rupees, 
they were still above the pre-war normal.** ‘This reduction is 
significant, when the enormous exports of 1919-20 are remem- 
bered. India certainly reacted to the high price of silver by 
reducing her imports of that metal. However, although there were 
other important causes of the rise in silver, it cannot be denied 
that India’s abnormally favourable balance of trade was a neces- 
sary condition of its rise to such heights as it reached. Had 
India not had such good crops, it would have reduced its silver 
imports even more,*’ and the bullion value of the rupee would 
not have gone as high as it did go. To that extent, it cannot 
be said that the authorities were forced (by the rise in silver) to 
let the rupee rise. Had they pursued a loan-manipulation policy 
further the price of silver would not have risen so far. But the 
position was undoubtedly. difficult,*® and some rise in the 
rupee was inevitable if the melting-pot was to be avoided. 


18 Cf. Shirras : Some Effects of the War on Gold and Silver. Journal of the 
Royal Statistical Society, 1920, p. 577. 

19 Economist, ‘‘ History of I919,’’ p. 430. 

20 These are, of course, simple illustrations of the Theory of Value for 
commodities jointly supplied. 

21 Economist, ‘‘ History of 1919,” p. 430. 

22 On June 30th, 1919, the note circulation of the three principal Eastern 
Banks was much above the average. (Economist, Banking No., Oct. 18th, 
IQI9Q.) 

23 And so passed only at a discount (Economist, ‘‘ History of 1919,” p. 430). 

24 Which may be put at about 20 crores of rupees. 

25 Cf. Evidence before the Hilton Young Commission, Q. 10,883. 

76 Silver having risen, the authorities were forced to allow the rupee to 
rise—then their abstention from counteracting completely the favourable 
balance led to a further rise in silver, and so round the circle again. 
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The cessation of these extraordinary demands was sufficient to 
stop the soaring of the price in 1920. The great demands of the 
East were essentially temporary. The maximum price was 
reached at the height of the seasonal demand in China for 
currency for year-end payments.” That disappeared, and stocks 
began accumulating at Shanghai.** At the same time new 
sources of supply were being found in the silver currencies of 
Europe. When the price of silver was very high England 
arranged for the debasement of her silver coinage.?* Holland in 
1919 introduced similar legislation. ‘The fall in the exchanges 
on Paris, Brussels, Berlin, etc., combined with the rising price 
of silver in London to draw the silver currency of Western 
Europe into the melting-pot.*° 

The American Pittman Act was a steadying influence. Early 
in 1918, Mr. Pittman, the spokesman of the silver interests, 
introduced a Bill, from April 1918 known as the “‘ Pittman Act,”’ 
which included in its preamble a note that it was to ‘‘ stabilise 
the price and encourage the production of silver.’? There was an 
arrangement for selling to India silver from the United States 
Treasury, and the Director of the Mint was given power to 
repurchase the amount of silver thus sold, from the American 
producers, when the price fell to a dollar per fine ounce. Un- 
doubtedly the repurchases, under this Act, during the latter 
half of 1920 checked the fall in price. 


5. PERIOD 2. 


Unfortunately it was just at this time of abnormal conditions 
that the Babington-Smith Committee, appointed to consider the 
return to a ‘‘ stable gold exchange standard,’’*’ was sitting. 
The recommendations of this Committee are thus conveniently 
summarised in the Report of the Hilton Young Commission” : 
“Taking into account the high range of silver prices and the 
importance of safeguarding the token character of the rupee they 
recommended the stabilisation of exchange at 2s. (gold). They 
further recommended that during periods of exchange weakness, 
the Government of India should be authorised to announce, . . 


27 Silver reached its maximum price on the rth February, and the 
Chinese New Year began on the 20th. On the seasonal demand vide Inouye : 
Problems of the Japanese Exchange, 1914-26. 

28 Economist, ‘‘ History of 1920.” 

29 The fineness was reduced from 92.5 per cent. to 50 per cent. 

30 Vide Circular of Messrs. Samuel Montague & Co., Jan. 2and, 1920. 

31 The phrase is taken from the terms of reference. The Committee was 
appointed in May 1919, and its report was published in February 1920. 


32 Cd. 2687 of 1926, p. 4. 
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their readiness to sell weekly a stated amount of reverse 
councils.”’ 

These recommendations were accepted and the rate accordingly 
varied with the dollar-sterling exchange (and roughly with the 
price of silver). The sale of Council Bills had had to be sus- 
pended on January 13th, 1920,*°° and Reverse Councils had to be 
sold to support the exchange of 2s. gold (which at the beginning 
of February 1920, when the bullion value of the rupee was 
30.3d., meant 2s. 1034d. sterling). This attempt failed, and from 
June an attempt was made to hold the rate. at 2s. sterling; but 
that also failed.** 

Thus the high price of silver was clearly responsible** for an 
artificially high price of the rupee in the earlier part of 1920— 
at least after the end of January. The degree in which the rate 
was artificially high at the time may be judged in a rough way 
by applying the Comparative Purchasing Power Parity Doctrine 
on Casselian Robertsonian lines. ‘The exchange rate (16d.) of 
1914 was assumed to be an equilibrium rate, and was multiplied 
for each month by the ratio of English prices to Indian prices.*° 
The series resulting is called P4.°” Then any difference (P4— 
actual rate of exchange) represents the direction and strength of 
the exchange position as a stimulus to the movement of goods. 
When the difference is positive, there is a stimulus to exports 
from India ; and when the difference is negative, there is stimulus 
to export from England to India.** 

Thus measured, the stimulus to Indian imports was substan- 
tial throughout the second half of 1919, when there was good 
reason for it. In December it was roughly 6d. per rupee. Then 


83 Economist, Jan. 22nd, 1920. 

84 Hilton Young Commission Report, p. 4. 

35 No implication of the cause of the high price of silver is intended 
here. (Vide Section 4 above.) From the argument of p. 18 we may’ say, of 
course, that the good monsoon of 1919 was partly responsible for the arti- 
ficially high exchange of 1920. ° 

86 The English series used is the Economist and the Indian is the 
Calcutta Index Number of Wholesale Prices, prepared by the Department 
of Commercial Intelligence and Statistics. The latter is published in the 
Indian Trade Journal. The numbers for 1921 and 1922 are reproduced in 
the League of Nations Memorandum on Currency, 1913-23 (Geneva, 1924), 
p. 191. The India Office very kindly sent me the Monthly Index Numbers 
for 1919 and 1920, Both series used were Wholesale prices. In so far as 
the Indian Wholesale Price level is an international price level, and so was 
depressed automatically by a rise in the sterling price of the rupee, and 
the Indian price level is more sticky, the stimulus to goods movement is 
underestimated. 

°7 This is Mr. D. H. Robertson’s abbreviation for his phrase ‘ pseudo 
purchasing power parity,’? and represents under certain conditions a 
hypothetical equilibrium rate of exchange. 

°8 Cf. Marshall’s Evidence to the Gold and Silver Commission, reprinted 
in Official Papers (esp. pp. 172-9). 
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in January, when the underlying cause was disappearing, it was 
even greater. In February, when the rate was receiving support 
the difference (P4—actual rate) was greater than in Devediber, 
Thereafter the actual rate was reduced, and, while English 
prices continued to rise, the Indian price level was held stable,*® 
so the premium on Indian imports soon disappeared. 


6. EFFECTS ON ForREIGN TRADE.*° 


It has been said above that during the latter part of 1919 there 
was a stimulus to export goods from England to India because of 
the big Indian exports. The effects of this stimulus were apparent 
in the enormous buying of cotton goods in Manchester during 
that period.** Had the Indian monetary authorities prevented 
the rise in the rupee by converting external into internal debt*? 
on a greater scale, the Indians would not have had their extra 
loin cloths as a result of their good crops. But their external 
burdens would have been lightened ; and Lancashire would not 
have had quite such an upheaval. 

In the succeeding period (in the first quarter of 1920) 
the exchange premium was, however, purely artificial. It 
constituted no permanent justification for increased Indian 
imports. But, since the premium did exist, buying on a large 
scale for India continued. The Economist Manchester correspon- 
dent reported in January that: ‘‘ All kinds of cloths have been 
purchased freely for Calcutta, Bombay, Madras, and Karachi; a 
substantial part of the trade being of a speculative character.’’* 
In February the same source still reported much business for 
India; but in April and May practically no business was being 
put through for India.** Later there was talk of cancellation, *® 


39 Cf. Hilton Young Commission Report, p. 4. 

40 This section is a brief summary only: of the evidence. Owing to the 
varying degree of congestion of orders in the cotton industry, and the 
resulting variation of the lag between orders and exports, the English 
Monthly Export Returns are not worth using for this purpose. No other 
statistical evidence is available. , 

41 I have confined my examples to the trade in cotton goods as being 
easily the largest class of exports from the United Kingdom to India, and 
because the goods are dealt in by speculative merchants who would natur- 
ally be quick in reacting to any exchange premium. The same effects are 
apparent in other goods. ; 

42 [ refer to net changes. A decrease in net London debt would have 
taken the form of an addition to the Gold Standard Reserve. 

43 Vide issue of Jan. 3rd, 1920. My italics. ; _ 

44 By that time, although the exchange was still receiving some support, 
it was much nearer equilibrium. 

45 Vide reports in Economist, Manchester Guardian Commercial, and 
Commercial and Financial Chronicle (New York) in May, June, and July 


1920. 
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as the enormous imports provoked by the unduly high ex- 
change rate of early 1920 came in.*® 

There were also indirect effects. In June 1920 it was stated 
that as a result of the decline in orders from the East,*’ British 
mills had ‘‘ been forced to export unusual quantities of cotton 
goods to America.’’** Then that ‘‘ Foreign textiles of one kind 
or another have been competing noticeably with American 
within the last month or two.’’*® Presumably these imports into 
America helped the downward turn in clothing prices which 
was one of the earliest features of the slump in that country. 

It was unfortunate that this fluctuation in Indian demand 
(partly real and partly artificial) coincided with a similar fluctua- 
tion in the price of silver—as the Chinese monetary standard is 
silver. But the difficulty, or more usually, impossibility of 
securing adequate data has prevented proper consideration of 
Chinese conditions. 

However, the Indian problem alone was important lLanca- 
shire exporters, acting individually, grossly overestimated the 
real and lasting demand of the Indian masses for cloth. Fortu- 
nately there was practically no increase in the fixed capital of 
Lancashire,” but the Eastern trade proved deceptive long 
enough to provoke the enormous writing-up of paper capital 
about which we have heard much in recent years. 


46 Total Imports.1gI19g-20 ... 208 crores. 

> x 1Q20-LeetemagO . ot 
(Table 2.) 

47 Not merely from India. But see following paragraph. 

48 Commercial and Financial Chronicle (N.Y.), June roth, 1920. 

49 Tbid., June 26th, 1920. 

50 Balfour Committee : Survey of the Textile Industries, p. 30. 
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Book Reviews 


Human Heredity. By Erwin Baur, EuGEN Fiscuer and Fritz 
LENZ, translated by Eden and Cedar Paul. Published by 
George Allen and Unwin Ltd. New York: The Macmillan 
Company. With 172 illustrations in the text and nine 
platesy..Pp...734,::,-30S. 


Eden and Cedar Paul continue to make available to the English 
speaking world the work of Continental writers in the common 
field of the natural and social sciences. They are to be con- 
gratulated on their performance. ‘They are not to be blamed for 
the inevitable delay incurred in the publication of translated 
works. Unfortunately translation in a department of knowledge 
developing so rapidly becomes almost a work of supererogation, 
if a delay of two or three years intervenes between the appearance 
of a translated edition and the original publication. If 
Menschliche Erblichkeitslehre had appeared simultaneously in 
German and in English and American editions we should have 
been spared the birth of a progeny which inherit its defects and 
lack its merits. Since it appeared in its first German edition 
in 1924 tremendous strides have been made in the analysis of 
the requirements for applying modern genetic hypotheses based 
upon experimental breeding in animals to the data which human 
pathology provides. The time is ripe for the publication of a 
book which will sift the wheat from the tares, indicate what 
progress has been made in the study of human genetics as an 
exact science, and place at the disposal of research workers the 
special statistical technique requisite for the interpretation of 
the formidable problems which the human geneticist attempts 
to solve. 

For a variety of reasons the application of the laws of genetics 
to the data which human pathology and ethnology provide 
necessitates refinements which can be dispensed with in animal 
breeding. Human marriages are not made in the genetical 
laboratory. ‘They are made in heaven. Legal and biological 
paternity do not always coincide. A single discrepancy may 
involve crucial issues. The mean size of the human family is 
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small. It is only possible to test the numerical requirements of 
modern genetic hypotheses by pooling the data of numerous 
investigators. Above all, the human family transmits a common 
environment both social and physical, as well as a common 
germinal equipment. Confronted with a pedigree of rickets we 
are unable to decide without very elaborate analysis whether 
we are dealing with the legal inheritance of poverty, entailing 
an insufficient dietary on the one hand, or the biological 
inheritance of a high susceptibility to dietetic deficiency on 
the other. Pedigrees of disease and correlation co-efficients of 
fraternal or filial resemblance may provide valuable raw material 
for more searching investigation and illuminating suggestions 
for further enquiry. ‘They do not of themselves tell us very 
much of the relative significance of hereditary and environ- 
mental agencies in determining individual differences in human 
populations. 

Of late years human geneticists in Scandinavia and Germany 
have been developing statistical methods by which it is possible 
to test the applicability of Mendelian laws to recorded pedigrees 
of diseases extant in medical literature, such as those which 
Pearson and his colleagues have collected with immense care 
and industry in the Treasury of Human Inheritance. Of the 
existence of these methods the reader will glean no information 
in this book. ‘The section entitled Methodology written by Dr. 
Lenz remains substantially the same as when it was written in 
1923. [he writer has been content to be persuasive when, if 
he had written it in the light of more recent knowledge, he 
could have been convincing. Since 1923 Dr. Lenz has himself 
made valuable mathematical contributions to the analysis of 
pathological data. Bernstein has elaborated statistical methods 
for testing the requirements of multiple allemorph and linkage 
hypotheses applied to mixed populations. The blood group data 
which provide a scaffolding for the future construction of a 
human chromosome map, include the pooled observations of 
different investigators who have studied more than’ 5,000 families 
over two generations. Mass statistics of blood group distribu- 
tion in mixed populations include about half a million cases at 
least. Of this rich harvest of precise knowledge no trace will 
be found in Menschliche Erblichkeitslehre. In its seven 
hundred pages will be found a reference to almost everything 
which had been written about human heredity by persons 
aspiring to rank as scientific investigators at the time when the 
project was undertaken. Presumably this was not less than ten 
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years ago. Inevitably, since the subject is very young and the 
materials of the subject extremely elusive, much of its subject 
matter will be regarded in ten years time with the benign 
tolerance which we now extend to the Phlogiston Hypothesis. 
Those who read it will either conclude that we know a great deal 
more about heredity than we actually do know, or that we know 
a great deal less. 

In a review it is hardly possible to correct the latter 
impression. It would require a book traversing recent advances 
in the methodology of human genetics to counteract the 
legitimate scepticism which so much anecdotal material is likely 
to engender in discriminating readers who are not familiar with 
the new lines of approach. There is therefore some justification 
for pointing out in what respects the conclusions of the authors 
trespass beyond the proper beat of the biologist and invest with 
an impressive exhibition of polysyllabic erudition prejudices 
which have nothing to do with genetics as a pure science. To 
do justice to the work of the three authors of this book the 
following outline of the contents will suffice. The first section 
of one hundred pages written by Dr. Bauer is a competent, 
somewhat conservative exposition of the principles of animal 
breeding as a foundation for what ensues. Then follow another 
100 pages by Dr. Fischer describing physical differences which 
distinguish the races of mankind. Altogether more than a third 
of the book is devoted to racial questions. ‘This is a curious 
division of the subject matter. Although real progress has been 
made in the domain of preventive medicine, the genetics of 
physical differences which distinguish the different peoples of 
mankind is still a virgin field. No satisfactory account even 
of the inheritance of eye and skin colour can yet be given. 
Consequently, there is not the slightest reason for including in 
the pages of a book on human heredity information which can 
be obtained in any text book of ethnology. All that could 
reasonably be attempted in this domain would be a searching 
analysis of the current definitions of race in the light of recent 
experimental work on interspecific evolution, more especially 
the researches of Sturtevant and Metzon on the fruit fly in 
America, and of Vavilov on cereals in Russia. Such enquiries, 
developed since this book was originally written, make it very 
doubtful whether the theoretical objectives which have sustained 
two generations of meticulous and arduous enquiry into 
anatomical variability within the human species are ever likely 
to be realised. In the history of science it is often necessary 
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to explore blind alleys before it is possible to discover that they 
are blind alleys, Recent work on parallel mutation in allied 
species points to the conclusion that the hope of tracing the 
phylogeny of mankind is illusory and that the concept of race 
which was crystallised in its current form by the speculations 
of the selectionist school under Weismann’s influence, must be 
drastically overhauled. The authors of this book use the 
terminology of Mendelism. They draw their concepts from 
pre-Mendelian biology. The voice is the voice of Morgan. The 
hands are the hands of Darwin. . 

The third section by Dr. Lenz is the most useful part of the 
book. It makes no attempt to test the laws of heredity by 
quantitative analysis of the recorded data. It is an encyclopzedia 
of what is known about diseases which may be determined by 
hereditary factors. It will provide many useful suggestions to 
research workers. Its chief merit is that it contains abundant 
information bearing upon the incidence of consanguineous 
unions among the parents of individuals suffering from familial 
disorders. it is a repository of hints for the research worker. 
It is not a critical exposition of unequivocal evidence. Reference 
has already been made to the short section dealing with 
Methodology. Much of it deals with statistical devices which 
are applicable to animals and are irrelevant to the study of 
human beings. It is all the more disappointing because 
researches of Dr. Lenz which have since been published, show 
that he could have given us an illuminating exposition of the 
methods of human genetics if this section had been completely 
rewritten in the 1927 edition upon which this translation is 
based. It is difficult to believe that Dr. Lenz is the author of 
the last section which deals with the inheritance of ‘‘ intellectual 
gifts.’ The treatment of.this topic is calculated to discourage 
the discriminating student from pursuing further study in a 
subject which, as here treated, is a little more pedantic than 
phrenology but hardly more piusiblee It concludes with a 
chapter on the psychological differences between the leading 
races of mankind. ‘This chapter occupies about eighty pages. 
The authors appear to regard it as the moral adornment of their 
tale. It is exclusively devoted to speculations which lie outside 
the province of genetics. It might be described as a sprightly 
exposition of the Hitlerite Weltanschauung. 

Since the words soul and spirit occur on almost every page 
of it, it is not surprising that it should end on a diatribe against 
the materialist conception of History. Economic determinism 
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‘Pris substantially identical with Lamarckism.’’ It appears that 
everything which the Stahlhelm school of social biology dislike 
is Lamarckism. On page 674 Dr. Lenz discloses that ‘“ the 
advocates of Lamarckism are mainly of Jewish descent.”’ If Dr. 
Lenz had combined with the study of genetics some elementary 
knowledge of the physiology of the central nervous system he 
would be aware that a behaviouristic view of human history has 
no connection whatsoever with Lamarckism. The economic 
historian does not need to presume that human beings living in 
the machine age are very much different from neolithic man in 
their genetic equipment. Man is the only animal that can 
transmit its environment accumulatively. He does not do so 
in the Lamarckian sense as part of his biological inheritance. 
He does so because he is the most teachable of animals. He 
does so because alone of all species brought into being by the 
evolutionary process he can capitalise the by-products of his tool- 
bearing activities through the mechanism of speech and its 
substitutes. 

So much of the last chapter is ‘‘ obvious’’ that it seems hardly 
necessary to have written it. On page 656 we learn that ‘‘ the 
mental peculiarities of the Nordic race are obviously connected 
with the northern environment ... inasmuch as_ selective 
processes are involved.’’ On page 627 it is stated that ‘‘ the 
primitive group to which the Veddahs and the Australian black- 
fellows belong is obviously in mental characteristics closely akin 
to Neanderthal man.’? Of the mental characteristics of ithe 
Neanderthal man we know absolutely nothing. We can foresee 
no possibility of ever knowing anything about them. A flood 
of light upon the unemployment question is shed on page 659, 
when we learn of the Nordic ‘‘ that an aristocratic power of self 
restraint saves him and his kind from importunacy.”’ The Slavs 
have a ‘‘cyclothermic nature with a melancholic fundamental 
tone.’ Hence we find that in Russia “‘ a sense for the beauties 
of nature and aptitude for the adoption of advanced technical 
methods are much weaker than in regions where the Nordic race 
predominates ’’ (page 639). Are we to conclude from this that 
the Five-Year Plan is due to a volcanic eruption of spiritual 
mutations? Certainly Dr. Lenz does not permit Press rumours 
to compromise his judgment. Among the inborn defects of 
the Chinese (page 647) is “‘a disinclination for war.’’ On page 636 
we are told that “brilliant thinkers, inventors and investigators 
—men of genius as we know genius in Europe ”’ (i.e. during the 
last three centuries or five per cent. of recorded history) ‘‘ can 
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hardly be said to have existed among the Mongols.’’ The peculiar 
predilection of the Japanese for western technique offers no difh- 
culties to Dr. Lenz. ‘The ‘‘ aboriginal population of Japan (the 
Ainue) are of Caucasian origin.’? With astonishing humility 
Dr. Lenz catalogues the mental and moral advantages of the 
Nordics with particular emphasis on their intellectuality and 
chastity. ‘‘ The inclination of the Nordic to get to the bottom 
of everything ’’ and ‘‘ his longing to bore into the depths ’’ are 
recorded on page 662. ‘‘ Connected therewith is the Nordic’s 
peculiar spiritualisation of love.’”? On page 658 we learn that 
‘‘the Nordics are not inclined towards the resentment which 
Nietzsche regarded as the characteristic of lower races... . The 
Song of Hate against England which had considerable vogue in 
Germany during the war was not composed by a Teuton, for its 
author, Lissauer, was a Jew.’’ From the pyramids to Paul Robe- 
son every amenity of culture is traced to the influence of a self- 
effacing minority endowed with tall stature, blonde hair, blue 
eyes, phenomenal enterprise, and equally phenomenal absence 
of humour. ‘‘ The admixture of Nordic blood was of decisive 
importance in the discoveries and conquests of the Portuguese. 
The Reformation was born out of the peculiarities of the Nordic 
spirit’? (page 649). ‘‘ It would,’’ says Dr. Lenz (page 671), 
““be absurd to deny that the Jewish race has produced persons 
of outstanding genius.’’ Against this we must remember that 
mere intellect cannot take precedence over the higher moral 
endowments. ‘‘ Jews are especially responsible for the circula- 
tion of obscene books and pictures, and for the carrying on of 
the white slave trade. Most of the white slave traders are said 
to be Ashkenazic Jews’? (page 681). 

In fairness to Dr. Lenz it may be said that he prefaces his 
chapter on racial psychology by stating that ‘‘ we can only 
deal here with average values.’? ... What in the name of 
mathematics the average values of something which cannot be 
measured is intended to signify Dr. Lenz does not explain.. The 
quotations which have been given date the period to which this 
work belongs. Dr. Lenz in his final remarks says that ‘‘ the 
modern biological outlook is essentially new.’? The outlook 
which the authors of this book unfold is neither biological nor 
new. Genetics is only one branch of biological inquiry. Genetics 
is not the branch of biological inquiry which deals with the 
specific peculiarities of the human species. The specific 
peculiarities of the human species must be the foundation of any 
truly scientific bridge between biology and the humanities. Had 
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the authors of this book realised what those specific peculiarities 
are, more than half of it would have been written differently or 
not written at all. The racial interpretation of history is not a 
biological interpretation of history. It might be more correct 
to describe it as the auto-genetic theory of history. A truly 
biological theory of historical phenomena must be based upon 
the natural history of man. It is at present the business of 
the economic historian and the cultural anthropologist to lay 
the foundations of such knowledge. Genetics is making 
tremendous progress in the field of preventive medicine. For 
many generations to come it can at best make but a modest 
contribution to the elucidation of the historical process. 


LANCELOT HOGBEN. 


Theorie der Staatlichen Wirtschaftspolitik. By Dr. MARTHA 
STEPHANIE BRAUN. Deuticke. Pp. x+234. RM.1o. 

The subject with which this book deals, the objects and effects 
of State action in a predominantly ‘‘ free ’’’ economy, is one of 
the best-worked fields of theoretical economics. It was in 
discussions of public policy that Economic Science first took 
shape, and subsequent developments have only served in this 
respect to give flexibility and precision to the instrument. It 
is therefore a matter for considerable surprise that so few 
attempts have been made to gather together the main theories 
which have been elaborated and to knit them into a systematic 
whole. Works on Public Finance exist in plenty, but these 
deal only with one side of the problem. Outside the Economics 
of Welfare, which so far transcends its subject as to become one 
of the main doctrinal treatises of our time, I know of no con- 
temporary work by an economist of competence which attempts 
to survey the field as a whole. 

This book by Dr. Martha Stephanie Braun, the Theorie der 
Staatlichen Wirtschaftspolitik, is an attempt to meet this 
deficiency. It may be said immediately that it is a thoroughly 
workmanlike performance. Dr. Braun combines with an exten- 
sive knowledge of the literature of the subject an acute 
analytical intelligence, trained in the best Viennese seminars. 
Add to these an expository talent of no mean order, and you 
have the ingredients of the very serviceable treatise which is. 
the result of her efforts. | 

The book falls into two parts. The first consists of a critical 
survey of the various attempts which have been made to derive 
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the object of economic policy from a consideration of economic 
laws. Dr. Braun has no difficulty in showing that all of these 
rest either upon misunderstanding of the import of economic 
laws or upon the surreptitious introduction of “‘ extra- 
economic ’’ considerations: and she shows, very convincingly, 
that the economic theory of State action can only consist in the 
exhibition of the intplications of given policies. "The end of 
economic policy must necessarily be outside Economics. 

The second part of the book is an execution of this object. 
Classifying State actions according as they are directed to 
acting on demand, supply or price, Dr. Braun provides a 
compendious statement of the main bearings of the Theory of 
Variations on these subjects. Here, too, the broad conclusions 
are in line with the best teachings of modern theory, and they 
are set forth with a lucidity and economy of apparatus which 
should do much to make them intelligible even to the lay reader. 
Dr. Braun has done her work well and if, in the first part of her 
book, she shows that it is no part of the business of economists 
to make men good, in the second she raises hopes that in time we 
may help to make them clever. 

With the main conclusions of her work there can be little 
disagreement. Nor are there any analytical points on which 
possible disagreement might lead to a difference of opinion on 
matters of practice. I could wish that she had made it clear that 
her assumption that the elasticity of demand for any primary 
factor of production is greater than unity is an assumption based 
on general considerations of the way the world works rather than 
a necessary consequence of fundamental economic laws. But I do 
not disagree with her use of the assumption. In the same way 
I think she might have avoided trouble with philistines if she 
had been more careful to point out that propositions regarding 
supply, which assume a certain kind of response to a money 
stimulus (e.g. propositions concerning the effects of a window 
tax), are based on common-sense assumptions regarding conduct 
rather than on ultimately ‘‘ given ’’ laws. No man in his senses 
is likely to quarrel with the conclusion that, if a tax is imposed 
on all male childrén of the name of Edward, fewer children will 
bear that name; and the propositions in question are really of 
that degree of simplicity. But unfortunately not all critics of 
economic generalisations are in full possession of their senses, and 
it is just as well to use a form of words which precludes the kind 
of criticism that they may make. 

Dr. Braun is perhaps least at ease when handling theories 
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emanating from Cambridge. For instance, if I am not mistaken, 
she assumes that the doctrine of quasi-rents relates to surpluses 
above a normal return. But although this usage of the term is 
sanctioned by very high authorities outside Cambridge (e.g. 
Barone) it is decidedly not Marshallian. In the Marshallian 
usage, quasi-rent is the whole return to a man-made instrument 
a production, and it may be above, below, or equivalent to 

normal ’’ interest on investment. Similarly I think she reads 
more into the doctrine of consumers’ surplus than its supporters 
would wish it in fact to bear. I agree that the idea of taxing 
consumers’ surplus is chimerical. But it is doubtful, I think, 
whether at the present day this is seriously proposed. Dis- 
cussions of consumers’ surplus in contemporary taxation 
theory surely relate not to the source of the tax but to the 
probable effects in curtailing this or that ‘‘ surplus’ of utility. 
I say this not because I think that these discussions are very 
helpful, or because I have any particular regard for the concept 
of consumers’ surplus, but rather because I think that it is only 
by never misunderstanding it that those of us who regard it as 
question begging can hope to convince those who still use it that 
our main scruples are justified. 

These perhaps are points of terminology. But something 
more than terminology is involved in Dr. Braun’s discussion 
of Professor Pigou’s propositions relating to taxes on industries 
of increasing costs and bounties on industries of diminishing 
costs, and, as her conclusion has been passed as valid by 
Professor Répke, himself no mean authority in the theory of 
Public Finance, it is perhaps worth while setting forth the 
grounds of disagreement at greater length. 

I agree completely with Dr. Braun’s strictures on the prac- 
ticability of such measures. (Would Professor Pigou disagree ?) 
But I do not think that she meets the theoretical case on its merits. 
Her refutation of the desirability of imposing a tax on the 
production of wheat while granting a bounty to flour mills 
which are not working to full capacity is all very well in itself, 
but it does not meet the case. ‘There are two reasons why it is 
inappropriate. (1) In the first place it is a case of short period 
disequilibrium : whereas, if I understand them aright, Professor 
Pigou’s propositions relate essentially to the long period. It 
is true that, at one stage of the controversy, Mr. Robertson 
dallied with an example of increasing, returns in the manufacture 
of medals. But at the present time I think it would be generally 
agreed that diminishing costs due to surplus capacity within 
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existing manufacturing units are not germane to the discussion. 
(2) In the second place the case of wheat production does not 
exemplify the kind of increasing cost which Professor Pigou now 
appears to contemplate. Time was, in the old Wealth and Welfare 
and the first edition of the Economics of Welfare, when this 
side of Dr. Braun’s criticism would have hit the mark. But 
since then Professor Pigou has acknowledged the justice of the 
criticisms developed by Professors Young and Knight so far 
as increasing costs due to the more intensive use of priced 
factors are concerned ; and the conception of increasing cost which 
he now appears to invoke in this connection is one which is sym- 
metrical with the conception of diminishing costs, and depends on 
the assumption of ‘‘ diseconomies ’’ external to the constituent 
producing units—the crowding of a port, the congestion of roads, 
and so on. If this interpretation is even roughly correct—and 
I speak with great diffidence, for Pigovian exegesis in this con- 
nection is rapidly becoming a specialist occupation involving 
heavy and almost continuous overhead charges—then Dr. 
Braun’s strictures are beside the point. Unless the increasing 
costs contemplated in her example of wheat production are due 
to this kind of cause—the operation of factors outside the 
mechanism of price—the case is analytically irrelevant. Pro- 
fessor Pigou may be open to attack on other grounds, but on 
the grounds raised by Dr. Braun he seems to emerge unscathed. 
LIoNEL Rossins. 


Bérsenkredit, Industriekredit und Kapitalbildung. By Fritz 
Macuiup. Vienna. Julius Springer. Pp. xi+220. RM.12. 


This is a very able and important book. Dr. Machlup has 
already established for himself a reputation which would ensure 
that anything which he cared to write would be received with 
respectful attention by all serious students of monetary theory. 
But the work before us has an importance transcending its 
status as a new contribution by the talented author of Die 
Goldkernwahrung. It is important as one of the few systematic 
and extensive attempts which have been made by competent 
economists to bring the phenomena of the security markets 
within the general categories of modern economic analysis. It 
is important further as an attempt to bring into closer relation 
with the institutional forms of modern capitalism the pure 
theory of cyclical fluctuation which springs from the work of 
Wicksell and Mises. For those who have found difficulty in 
applying this theory to the interpretation of concrete facts, this 
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book should be an open sesame. The treatment is still theoretical 
and abstract. But the abstractions begin to assume a degree 
of approximation to the forms and procedure of modern economic 
organisation which makes their application a matter of much 
greater ease than heretofore. Step by step, this new advance 
in economic science, so pregnant with significance for the future 
stability of capitalist society, is being consolidated: and when 
eventually its history comes to be written, I think it will be 
found that this book of Dr. Machlup’s will have played a very 
helpful part, both in elucidating earlier discoveries and in guiding 
thought on to new lines of fruitful investigation. 

It is not possible in a brief review to do anything like justice 
to Dr. Machlup’s study. It is not a long book, and it is written 
with a clarity of style and a wide background of general 
economic scholarship which make it a real pleasure to read. But 
it is so closely packed with new suggestions, and the subject it 
deals with is of such great complexity, that it is by no means 
easy rapidly to arrive at clear-cut conclusions with regard to all 
its propositions. Since receiving this review copy, I have read 
it twice from end to end and several of the chapters three or 
four times, but I would hesitate to claim that I have yet 
grasped the full implication of all that it says, still less that I 
am in a position fruitfully to debate points about which I may 
have any lingering hesitations. In what follows, therefore, I will 
confine myself to a brief summary of the main topics which 
Dr. Machlup investigates. 

The Leitmotiv of Dr. Machlup’s investigation is the relation 
between security markets and industry. Does Stock Exchange 
speculation take capital away from industry? What effects on 
the structure of industry are produced by credits granted to the 
market for old securities? Can inflationary credit be rationed 
in such a way as to prevent it finding its way to the Stock 
Exchange? Do Stock Exchange transactions make credit dearer 
to industry? What is the economic status of working capital? 
What real changes underlie seasonal tightness in the money 
market? It is to the solution of questions of this sort that Dr. 
Machlup directs his inquiries. 

The main inquiry falls into two parts. In the first, the 
question: does Stock Exchange speculation take capital from 
industry? is examined both from the point of view of general 
monetary theory and from the point of view of capital theory. 
After an exhaustive and painstaking investigation, Dr. Machlup 
reaches the conclusion that the only important case in which 
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speculative transactions in securities can be said to delay the 
transformation of new supplies of ‘‘ capital disposition ’’ into 
real capital is when these supplies are provided by way of 
inflationary credit. So long as there is no inflation, there is no 
reason to suppose that the purchase and sale of old securities 
will lead to any appreciable time-lag in the transformation of 
voluntary savings into the form of real capital which the given 
conditions of demand and supply indicate to be most appropriate. 

But Dr. Machlup, in common with a growing number of 
economists here and elsewhere, is definitely of the view 
that inflationary additions to the volume of voluntary savings 
must lead to unjustified extensions of the more capitalistic 
methods of production, and hence to crisis and depression. 
Hence, in the second part of his investigations, after an 
illuminating exposition of the general theory of fluctuations, he 
turns his attention to the question : is it possible to restrict the 
circulation of inflationary credit to particular parts of the 
economic system? Is it possible, as Cassel suggested during the 
Wall Street boom, so long as the general level of prices remains 
unaffected, for the Banking System to grant unrestricted credits 
to the security markets without there following injurious reper- 
cussions in “‘industry proper.’’ Would the proviso that infla- 
tionary advances from the banks should be restricted to the 
provision of ‘‘ working capital’’ be a safeguard against an over- 
provision of fixed capital? It is here that Dr. Machlup reaches 
what are probably his most important and far-reaching conclu- 
sions. He shows—in my judgment quite conclusively—that the 
distinction between fixed and working capital, as used in contem- 
porary monetary theory, is based upon fundamental error. He 
shows further that it is impossible to prevent any inflationary 
extension of credit either from being devoted to disproportionate 
extensions of the productive process, or from being reflected at 
the same time in a rise of Stock Exchange values. 

This last proposition that inflationary tendencies in the 
monetary system must reflect themselves in a Stock Exchange 
boom leads Dr. Machlup to what, if it can be sustained, is 
a conclusion of immense practical importance, the conclusion 
namely, that the movement of security prices is probably the 
best guide for Central Banking policy. For a variety of 
reasons, it has been found in recent years that the indices of 
commodity prices are most uncertain and untrustworthy guides 
to action. ‘Their interpretation is a matter of great difficulty, 
and their movement is often too late in the cycle of events to 
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provide the cue for a policy which can hope to be effective. If 
it can be shown, as Dr. Machlup argues, that in the highly 
sensitive index of Stock Exchange movements we have an index 
which has greater theoretical significance, the advance in our 
power to keep in check injurious tendencies to fluctuation can 
scarcely be overestimated. 

But this is not all. In addition to these main lines of inquiry, 
Dr. Machlup opens up many subsidiary issues of great theore- 
tical interest. At the commencement of the book there occurs 
a very useful excursus into the terminology of capital theory. 
Later on, his discussion of the problems of working capital leads 
to a discussion of seasonal fluctuations in the money market 
which may prove to have important implications for the general 
theory of the Trade Cycle. It is not possible here to do more than 
mention these things. But I hope I have said enough to show 
that, whether or not in the end its often very revolutionary con- 
clusions prove to be valid, this is a work which no student of 
Economics should omit to study very seriously. 

LIONEL RopsIns. 


Economics of Retailing. By Pau, H. Nystrom. New York: 
The Ronald Press Company. ‘Third Edition, 1930. 
Volume I, pp. 456. Volume II, pp. 689. $10.00. 


Why do people continue to patronise retailers? Why don’t 
they prefer to buy direct and carry their own stocks of the 
things they expect they will want? There are various reasons. 
There are reasons of convenience. It is more convenient to 
pay someone else to undertake the risk and bother of carrying 
the stocks, so that one can reserve the right to change one’s 
mind more often and buy something else, instead of having to 
wait until a large supply has been exhausted. That con- 
venience is worth paying for. There are also reasons of 
economy. ‘The well-located retailer can meet all the require- 
ments of a large number of households with a much smaller total 
stock than they would need. to carry between them to get the 
same supplies whenever they happened to want them. Interest 
charges and buying costs are lower, and competition between 
retailers sees to it that consumers benefit from these economies 
of organisation. And so on. 

If the Economies of Retailing is made a separate branch of 
economics, whether for convenience of analysis or of exposition, 
one would expect to find a prominent place given to the analysis 
and appraisal of the causes for the persistence 1n our economic 
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organisation of the retailing function. Professor Nystrom’s 
Economics of Retailing first appeared as a single volume of some 
400 pages in 1915, embodying the results of six years of teaching 
experience in this special branch of the subject in the depart- 
ments of political economy at Wisconsin and Minnesota ; but the 
student would not have found in it a clear answer to these 
elementary questions. The third edition published last year is 
a two-volume affair of 1,145 pages, and the author, now Professor 
of Marketing at Columbia, is acknowledged to be one of the first 
few experts on the retail trades in the United States. Yet I have 
still failed to find in the two volumes any clear discussion of the 
question why the community keeps retailers alive. The work 
has become a valuable encyclopedia of retailing practice, 
embodying the merits of comprehensiveness and the defects of 
unevenness which characterise all encyclopedias, but I think the 
title might well be changed in future editions. The first volume 
is descriptive of the various forms of retail institutions and of 
their trend of development. The second volume is devoted to 
the ‘‘ principles of retail store operation.’”’ 

It should be said at once that Professor Nystrom gives an 
exhaustive account of the present-day methods of American 
stores, supported by a collection of instructive examples of blank 
forms and schedules and an excellent select bibliography, at 
the end of each chapter, of American technical literature, 
although I have noticed no references to writers on the Con- 
tinent of Europe. Nevertheless a book avowedly written for 
the whole range of readers from captains of retailing to junior 
clerks and shop-boys must inevitably exasperate the serious 
student. Sixty pages of scrappy notes and pictures cover the 
history of retailing from Babylon to Filene, the inclusion of 
which is not justified even, by the collection of photographs of 
eminent founders of famous American stores and of drawings 
of their Stammhduser. ‘The special fields for various forms of 
business are not always well analysed. ‘There is much useful 
information about chain-stores, but no clear explanation why 
they succeed much better with some classes of goods than with 
others. To English readers the account of consumers’ co-opera- 
tive stores is quite inadequate. They have grown rapidly in 
this country without, as a rule, competing in price and without 
buying with the same freedom from sentimental attachment to 
a particular supplier as is general in ordinary private enterprise. 
Does the attraction of the ‘‘ dividend’ provide an adequate 
explanation? When Professor Nystrom passes on, in the second 
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volume, to an account of business technique he tends to limit 
himself to a non-committal enumeration of pros and cons on 
questions which sharply divide trades and sectional interests. 
How far should a particular retailer extend advertisement, and 
instalment trading, and the free delivery of purchases to the 
homes of customers? And how submissive should he be, in his 
own interest, to the fixing of re-sale prices by manufacturers? 
The student will not gain from Professor Nystrom’s discussion 
a realisation of the inherent instability of re-sale price 
maintenance. 

Will not Professor Nystrom apply his wide knowledge, and 
ripe experience of trade technique, to the urgent task of dis- 
cussing seriously the really significant and frequently subtle 
economic problems to which the retailing function gives rise? 

ARNOLD PLANT. 


Taxation: Its Incidence and Effects. By H. A. SILVERMAN, 
B.A. London: Macmillan. 1931. Pp. xix+359. 


One naturally suspects a writer who proclaims that he is going 
to discuss something ‘‘in impartial terms.’’? Surely every 
scientific treatment of a subject is ‘‘ impartial ’’ in that the 
writer does not deliberately distort the facts or reason falsely. 
But, just as surely, every writer worth his salt states boldly the 
conclusions to which his premises and reasoning have led him, 
however ‘‘ highly controversial ’’ the question may be. “This 
needless parade of ‘‘ impartiality ’’ often portends a lack of 
clear thinking. We look for conclusions and find instead an 
array of opposing considerations, half pointing in one direction 
and half in the opposite. The discussion may then be called 
‘* well-balanced.”’ 

Let it be said at once that in the present case there is not 
much ground for the fears aroused by the preface. It is true 
that Mr. Silverman at times shows a dislike of being too definite 
(and perhaps exposing himself to criticism!). It is true that 
he is fond of saving clauses and a guarded manner of expression. 
But when he does not point out the exact direction he waves a 
vague hand towards it, or at least warns us against dangerous 
or impassable roads. From an elementary textbook one cannot 
ask for more—one can only hope. ‘The present work claims 
merely to be an introduction to the subject. As such, it covers 
the ground well, it is clearly written, and it should prove quite 
useful to the readers for whom it is intended. 

The usual elementary textbook resembles a restaurant which 
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caters for passing tourists. The bill of fare looks attractive, but 
the meal itself is depressing. Mr. Silverman, on the other 
hand, gives us rather better food than we might expect from 
the Table of Contents. 

Take the very title: Taxation: Its Incidence and Effects. 
This suggests that he does not realise how imperative it is, for 
any complete view, to consider the whole effects of taxation and 
expenditure together. But the suggestion turns out to be quite 
false and, indeed, on closer inspection we find that a subheading 
reads ‘‘ the nature of public expenditure the ultimate test,’’ and 
that the second and longest of his chapters deals, accordingly, 
with that subject. Take the question of Taxable Capacity. 
Professor Cannan, it will be remembered, was once asked ‘‘ How 
can the taxable capacity of a country be ascertained?’’ He 
replied ‘‘ Nohow.’? Would Mr. Silverman agree? Apparently 
not, for he gives us a whole chapter on the subject, ending with 
a “‘ summary of factors governing taxable capacity.’’ But as 
one reads his account of the difficulties involved, as caution 
succeeds caution, one becomes more and more certain that he is 
with Professor Cannan, and that only his ‘‘ impartiality ”’ 
prevents him from saying so. Take, again, the list of 
‘theories’? in the first chapter and of ‘‘ canons” in the 
fourth. This turns out to be far more than a mere compilation. 
It is an informative discussion, and in fact our author plumps 
quite definitely for ‘‘ maximum social advantage’ as the end 
to be pursued. 

The best end to pursue is, of course, a matter of opinion. 
Almost any end may be assumed in order to conduct a strictly 
scientific inquiry as to how it can best be attained. But if such 
an inquiry is to be kept within the realm of analysis, and free 
from obiter dicta, it is essential that the end assumed should be 
clearly and definitely defined. It is,a pity, therefore, that Mr. 
Silverman does not tell us more precisely what he means by 
“maximum social advantage.”’ 

Most of the book, however, is concerned with analysis of the 
other type: with examining the effects of different courses of 
action under given conditions. Following the method of the 
Colwyn Committee, the author discusses first the incidence and 
then the effects of different forms of taxation, such as income 
tax and death duties. I cannot help feeling that, at least in a 
book of this kind, the detailed treatment of ‘‘ incidence,’”’ as 
something separate from “‘ effects,’’ is unwise. 

In the first place, the line of division is not always obvious. 
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Thus the Colwyn Committee said (p. 107): ‘‘ If the payer of a 
tax 1s unable to get rid of it by passing it on to anyone else, we 
understand the incidence of the tax to be upon him.”? Further 
down the same page they said: ‘It may happen that an 
employee who bears a tax succeeds on that account (italics mine) 
in obtaining an increase of wages against the tax burden,”’ and 
commented, ‘‘ The incidence of the tax is upon the individual 
concerned ’’—i.e. the employee—“ although the immediate 
burden of the tax is the cause or occasion of his obtaining a 
benefit which can be set on the other side against it.’ The 
student must find this kind of thing a little perplexing. 

In the second place, insistence upon the distinction leads to 
strange results. Thus, it led Dr. Dalton, logically enough, to 
stigmatise the doctrine of ‘‘ capitalisation of taxes,’’? the view 
that “‘ an old tax is no tax,’”’ as fallacious. For if landowners 
are subject to a special tax, then the incidence—the direct money 
burden of the tax—is undeniably upon them. If the tax is an 
old one, and they bought the land expecting it to continue, 
doubtless they obtained a kind of benefit exactly offsetting the 
tax by paying less for the land than they would otherwise have 
done, but that does not affect the point. ... This is all so 
irrefutable and yet so exasperating. For the ‘‘ capitalisation ”’ 
doctrine does contain an important truth, which emerges clearly 
as soon as the distinction between incidence and effects is 
abandoned. The branding of it as a “‘ fallacy ’’ seems to me one 
of the very few defects in Dr. Dalton’s admirable treatise, and 
yet it follows inevitably from this distinction. 

Finally, as everyone knows, the whole situation is trans- 
formed by a tax. Thus the separation of one portion of the 
‘* effects ’’? from the rest makes the discussion less illuminating. 
It is as if, to illustrate the results of two-colour printing, we 
were shown first the red alone and then the blue alone, while 
we wanted to know only the effect of the two combined. ‘There 
is, undoubtedly, the highest authority for making the separa- 
tion. Indeed, Edgeworth declared that the laws of incidence 
were one of the two subjects comprised by the science of taxation 
to which ‘‘ the character of pure theory ’’ could be ascribed. Yet 
one feels that the separate treatment of incidence attracts mainly 
the mathematically-minded, and attracts them because of the 
scope it affords for mental gymnastics tather than because of 
any practical conclusions to which it gives rise. Tf we are to 
discuss the effect of public finance on the distribution of wealth, 
why not discuss the whole effect and not merely that of the “‘direct 
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money burden ’’ of taxation? The study of public finance has 
quite a close bearing upon practical affairs. Let us try to 
make it nourishing rather than to keep it “‘ pure.”’ 

F. C. BENHAM. 


Arbitration Principles and the Industrial Court. (An analysts 
of decisions 1919-1929.) By M. T. Ranxin, M.A., D.Phil. 
Po. ingen PO kaka 2S Ode 

The reasoned decisions of the Industrial Court have been 
published in ten volumes—a mass of ‘“‘ material,’’ certainly, 
but one which is apt to give the ordinary reader, however 
interested he may be in wage questions, some digestive qualms. 
In order that this accumulated experience should be readily 
available, expert analysis was essential ; and the performance of 
this analysis, laborious as it must have been, is a most valuable 
contribution to economic knowledge. It would have been useful 
if it had been done much less well than this; in fact, it is 
extremely well done. 

The position of the Court has certainly been a strange one. 
On the one hand, like any standing but voluntary tribunal, it 
had to safeguard its own continued existence by avoiding 
decisions which were so much to the distaste of either party that 
disputes would not be submitted to it again. On the other, it 
had to embody in practical judgments ‘‘a positive view of 
industrial relations.’? ‘These principles, as Miss Rankin derives 
them from the Whitley Report and other contemporary sources, 
were (1) that wages must yield a ‘‘ subsistence minimum,”’ (2) 
that they must be ‘“‘ fair ’’ as between trades, (3) that they 
must be within “‘ what the Industry can bear.’’ ‘The reasons 
given by the Court for its decisions show pretty clearly that it 
was these principles which, were generally in its mind. 

It could probably be shown on a priori grounds that these 
principles, in themselves, are logically contradictory, quite 
apart from the further question of reconciling them with the 
condition that verdicts must be acceptable. It is hardly sur- 
prising, therefore, that the Court has been driven to pursue a 
somewhat tortuous course, and that its prospects of establishing 
“an industrial common law ”’ have steadily grown dimmer ever 
since its inception. But Miss Rankin makes no attempt to 
proceed from such presumptions, or prejudices; she leaves the 
story to speak for itself. And perhaps that is the most forceful 
way of proceeding. 

Such conclusions as are drawn are allowed to emerge from 
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the narrative; their general drift is straightforward and 
obviously sound. Sometimes, indeed, a doubt arises whether 
the real difficulty has been put in exactly the right place; but 
these are on points of little importance, with perhaps one excep- 
tion. Miss Rankin holds that the third principle (of what the 
industry can bear) should rigidly be used as a maximum, and a 
maximum only. ‘‘ The third consideration which then arises 
is how much higher than these standards (of subsistence and 
fairness) can, not should, the particular wage under considera- 
tion be.’’ A rise in wages granted simply because the industry 
is prosperous, and for no other reason, is therefore to be con- 
demned. Miss Rankin brings forward considerable justification 
for her view in the story (one of the most interesting in the 
book) of how in November 1919 the Court granted 6s. a week to 
the Engineering Unions on account of the abnormal position in 
the industry “owing to the great demand for engineering 
products ’’; how it then, on the principle of fairness, extended 
the same rise to railway shopmen, explosives workers, ship- 
breakers, and waste metal workers, although there was no 
evidence that these trades were abnormally prosperous; while 
some of them were already complaining seriously of foreign 
competition. Now there can be no question that this extension 
was indefensible—it was unemployment-manufacture of the 
worst kind—but so long as the confusion, certainly a most 
unfortunate confusion, between minimum and standard rates 
persists, it is difficult to admit that some rise was not justified 
in the first case, of engineering. The whole episode brings to 
light in a most forcible way the contradiction between the 
principle of fairness and the principle of prosperity. Any 
policy which is not to lead to utter disaster must subordinate 
one to the other. Miss Rankin would subordinate prosperity 
to fairness; but nevertheless it could be maintained that an 
arbitration Court which relied mainly upon a cautious applica- 
tion of the prosperity test would be the most conducive to 
economic progress. 

These are difficult matters ; and probably no satisfactory solu- 
tion of the prosperity-fairness dilemma is possible, for all that 
can be done is to make the best of a bad job. Yet whichever 
way we incline, there can be no question that the simultaneous 
application of both tests could only lead to ruin. And that this 
book abundantly demonstrates. No doubt the Industrial C ourt 
was a relatively minor instrument of the bad policy; but a policy 
which could lead to such results as the Chemical Industries 
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decision of January 1921 can hardly be defended. On that 
occasion the Court granted a rise, although the employers claimed 
that ‘‘a further advance would impede the continuance of 
certain branches of manufacture and tend to create underemploy- 
ment and unemployment generally throughout the industry,” a 
contention which was substantially admitted by the Court. After 
our decade of unemployment it is not easy to read this calmly. 


J sRanHivexs. 


The National Debt. By E. L. Harcreaves. Edward Arnold 
and. Ca. e103. oot Dn S05 Re. 


In his preface Mr. Hargreaves expressly disclaims any 
intention of writing more than an historical account of the 
development of the National Debt, and insists that the references 
to the important economic and social problems involved are 
only incidental to the narrative and not part of a theoretical 
exposition. 

But however useful a chronological account may be in enabling 
us to trace the origin of the Childers 234 per cents. or the 
Terminable Annuities, the reader is likely to be more interested 
in the practical issues created by the Debt, and necessarily in 
the theoretical principles of this part of public finance. If Mr. 
Hargreaves had presented an uncritical account of the views and 
policies expressed by public men and writers over two centuries 
he could have pleaded historical detachment, but in some places 
he has gone on to refute fallacies, while in others he has left 
equally important statements unchallenged or insufficiently dis- 
cussed. Thus he is at pains to deal with the errors of Richard 
Price, but leaves in the air the dubious argument against 
redemption which asserts that it withdraws capital from industry, 
a matter of considerable contemporary interest. 

Nevertheless, even a bald historical account provides 
extremely useful material for current application. Two main 
points emerge: firstly, the uniform characteristics of the Debt 
problem throughout its existence and, secondly, the impossi- 
bility of establishing an inviolable system of redemption. On 
the first point we learn that the capital levy proposal is older 
even than Ricardo and can be found in Hutcheson; that the 
conflicting interests of the public creditor and the industrious 
classes, with the additional grievance imposed on the latter by 
an appreciating currency, are old topics of controversy which 
have to be introduced at the very beginning of the story; that 
such devices to secure relief as note inflation and the funding 
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of war pensions were thought of long ago; and, to carry over 
to the second point, that rigid schemes for paying off the whole 
Debt within thirty or fifty years have been so frequently devised 
and initiated that an informed House of Commons would greet 
any such future proposal with derisive catcalls. The Sinking 
Fund is the standing joke of the modern community and the 
monotonous recurrence of the breakdowns becomes almost ludi- 
crous. The fixed sum for compound accumulation, the terminable 
annuity, the fixed Debt charge and the specifically earmarked 
Sinking Fund have all proved ineffective against governments 
which borrow with the left hand as they pay off with the right. 
When, as in our time, borrowing under government auspices 
takes place on a so-called autonomous fund such as the unem- 
ployment insurance scheme the farce is played out. 

Even more ludicrous are most of the arguments for not 
persisting in debt redemption. They range from the simple plea of 
inability to meet the charge up to the superb reasoning that 
when a country can afford to pay off debt it can afford not to. 
In between there is the crude argument about letting the money 
fructify in the pockets of the taxpayer, sometimes elaborated by 
insistence on the foolishness of withdrawing money yielding 6, 8, 
IO or 12 per cent., in order to discharge debt on which the return 
is only 3 per cent.; then there is the excuse for not meeting a 
deficit on the ground that taxation should be kept as little fluctua- 
ting as possible, the assertion that the necessary taxation does 
more harm than the Sinking Fund does good, and the plea that the 
Government should preferably apply the resources to development 
in order to give ‘‘ additional vigour to the productive energies 
of the people.’’ All this, and worse, will be said in the debates 
and comments on the 1931 Budgets. The arguments concerning 
the reinvestment of redeemed debt are more abstruse and antici- 
pate some recent theories of ‘“‘ hoarding,”’ while one would 
certainly consult Mr. Keynes on the question as to whether 
redemption ‘“‘ produces an unnatural fall in the rate of interest 
which tends to drive capital abroad ”’ (p. 150). 

An exasperating argument is the one that insists on the 
advantage of a large block of public securities as a suitable field 
for investment, a safe and easy line for trustees. This is only 
one stage short of arguing in favour of war that while it creates 
widows and orphans at the same time it creates the ideal securi- 
ties for them. The one great argument against debt redemption 
is almost invariably used as an argument for it, namely that it 
paves the way for fresh borrowing in the next war. For if by 
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the magic of public credit fleets are equipped and armies are 
levied with an expedition almost incredible (p. 83) then when we 
are told, as we are being told, that every mortal must be con- 
vinced that the end of our national credit is approaching we can 
fervently repeat after Arthur Young, ‘‘ perhaps happily for us ”’ 
(p. 82). 

In those who no Tonger believe in automatic progress this 
record of continuous failure to deal with an urgent social prob- 
lem and the evils which give rise to it may provoke the consoling 
reflection that human stupidity and malignity, especially in 
economic affairs, are after all fairly constant factors. It may 
come as a shock then to learn that Lord North repudiated the 
idea that his Government should seize sums which persons or 
bodies in the United States held invested in British stocks. 
‘‘ Maryland held a sum of money vested in our funds and we 
had held it sacred.’ What a contrast with the economic black- 
guardism of the late war! 

Since Mr. Hargreaves insists on the historical aspect of his 
work he should have taken care to bring his statistics up to 
date. There was room and time to carry the table on page 292 
on to 1929, and he would have had the malicious pleasure of 
quoting against the price index for that year the view of the 
Colwyn Committee in 1925 that there was no evidence of 
any very strong or definite movement in general prices such as 
would affect in any important degree the case for or against 
a levy. Similarly, on page 295, he could and should have given 
the composition of the Debt on March 31st, 1930, and not for 
1926. He refers in the text to the 4 per cent. Consols created 
in 1927 and to the 5 per cent. Conversion Loan of 1929, but does 
not show these issues in his tables. 

, G. L. ScHwarrz. 


British Banks and the Finance of Industry. By S. E. Tuomas, 
B.Com. (Lond.). P.§. King & Son. 1931. Pp. 290. “rss. 


This book has been written with the aim of presenting ‘‘a 
comprehensive account of the controversy ’’ on the relations of 
banking and industry. In Chapters 4 and 5 Mr. Thomas deals 
with the heart of the matter in a brief comparative account of the 
English and Continental Capital markets. He finds no gaps in 
the English capital market. 

There is a lack of unity about the book, leading to a serious 
lack of proportion. Thus ninety pages are occupied by an 
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account of ‘‘ The Need for Rationalisation ’’? and the Govern- 
ment’s fiscal and financial policy, with no explicit connection 
with the main problems. While there are four pages of panegyric 
of Instalment Buying, the author does not mention the forward 
exchange market when he relates the disadvantages of unstable 
exchanges. Similarly, though Safeguarding Acts are described, 
the proposal of a general tariff is curtly dismissed without 
mention of its possibilities as an adjunct of a gold standard 
policy. 

The ‘‘ earnest seeker after knowledge ’’ (for whom the book 
is intended) may be somewhat bewildered, too, by the author’s 
opinions. In his eagerness to give weight to every impressive 
quotation he can marshal (and there are many of them), he 
agrees with statements which are mutually contradictory (e.g. 
on the City and the Bank’s policy, contrast p. 15 with pp. 18 
and. .21). 

The chapter on “‘ British Banks and Agriculture’’ 1s probably 
the most useful. Perhaps it would have been improved by 
familiarity with the writings of Orwin and other agricultural 
economists. 

The only possibilities to which Mr. Thomas would look for 
improvement are a bankers’ co-operative Intelligence Bureau, 
and the fact that ‘‘ the spirit of Britain still lives.’’ 

R. S. SAYERS. 


’ 


The League Committees and World Order. By H. eet €F 
Greaves. Oxford University Press & Milford. Pp. 266. 14s. 


Mr. Greaves has written an extremely useful book and all 
students of politics and of internationalism, in particular, are 
under an obligation to him. There are two parts of the League’s 
work, of which one is often in the limelight of publicity turned 
upon it by the press, while the other is rarely heard of by the 
ordinary person. The first is usually concerned with high 
politics and moments of crisis and tension. Mussolini wants to 
show that he is a great man and the Italians a brave nation by a 
naval bombardment of the defenceless town and civilians of 
Corfu, or Frenchmen begin to slap their chests and threaten 
war because Germans and Austrians suddenly announce their 
intention of forming a customs union. These are the kind of 
matters which the human race have always considered of the 
highest importance and for which they are prepared to die them- 
selves and kill other people on a large scale. To prove or 
disprove that Mussolini is as great a man as Napoleon or to 


486 ECONOMICA [ NOVEMBER 


prevent Germany and Austria having a rational system of 
foreign trade is always worth a European war. Consequently 
when such questions arise, they rightly get heavy type in the 
headlines of the front page of the daily papers. The Council of 
the League is called together to consider whether some way can- 
not be devised for proving Mussolini to be a great man and Italy 
a Great Power, or to compel Germany to maintain a tariff system 
against Austria, without a European war. The meeting of the 
Council is fully reported, and according as it succeeds or fails 
in ‘‘ finding a solution ’’ it is judged by newspaper proprietors, 
leader writers, and those people who read the front pages of 
newspapers to be performing a useful or useless function in the 
world. 

The other part of the League’s work, of which most people 
are completely ignorant, is performed for the most part by Com- 
mittees. The names and existence of these Committees are 
rarely mentioned in the papers, and then only in small para- 
graphs and small type on the page where one also finds occa- 
sionally recorded the names of a new Latvian or Bolivian Govern- 
ment. The work performed by them affects the ordinary life 
of vast numbers of ordinary persons in all the nations of the 
earth, and is hence rarely or ever a question of high politics or 
held to be politically interesting enough to be mentioned on 
the same page as a Derby sweepstake or the new frocks at Ascot. 
International trade and finance, health and the prevention of 
disease, international communications, conditions of labour, the 
control of opium and other dangerous drugs, the way in which 
millions of Africans are being ruled—these are the questions 
which the League is dealing with through its permanent 
committees. 

There is no book in English which gives an adequate account 
of the League’s work in this direction during the last ten years. 
To give such an account is indeed a formidable undertaking, 
because in fact a vast system of international government and 
administration has grown up and is still developing in these 
committees. Mr. Greaves draws attention to the striking 
analogy between the committees and government departments, 
and it is no exaggeration to say that they are already in embryo 
the administrative government departments of a super-state. 
To study their operations and achievements necessitates going 
through an enormous mass of published material. Mr. Greaves 
has done his research well. He gives in the case of each com- 
mittee the history of its origin and a fairly complete summary 
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of its work. He analyses its composition and organisation and 
discusses the effect of the different types of organisation. 
Finally, he draws certain conclusions and suggests possible 
lines of development. 

On the whole Mr. Greaves has performed his task well. His 
description is perhaps not quite ‘‘ exhaustive,’’ and one hopes 
that he will go on to an even more ambitious study of inter- 
national government. But he has gathered into his pages a large 
mass of material invaluable to the student of internationalism. 
Again, many of his conclusions are extremely interesting and 
deserve careful consideration, as for instance those with regard 
to the effect of the composition and dependence or independence 
of committees, e.g. the Opium Committee and the Mandates 
Committee. The chief faults of his book are a tendency to take 
a too optimistic view of the achievements of some of the com- 
mittees and a certain nebulousness in the style and writing. 
The second is the more serious. Mr. Greaves often writes 
sentences which show that he is not fully conscious of the mean- 
ing of the words which he is using. This is extremely annoying 
to an attentive reader, but it also shows that the writer is not 
absolutely sure in his own mind of what he wants to say. It is 
a disastrous but not uncommon habit of writers on political 
subjects. Particularly a writer on internationalism should 
avoid it. It is not easy to make the subject of international 
government interesting, and it becomes absolutely intolerable 


to read ‘‘ woolly ’’ sentences about uninteresting details. 
LEONARD WOOLF. 


Ten Years of World Co-operation. Compiled by the SECRE- 
TARIAT OF THE LEAGUE OF Nations. George Allen and 
Unwin Ltd. 1931. Pp. xi+467. Ios. 

The Secretariat has accomplished the rare feat of writing a 
full-length account of the League which will interest both the 
specialist and the general reader alike. What the book sets out 
to do and brilliantly achieves is almost too modestly expressed 
in the introductory explanation of Sir Eric Drummond. ‘“‘ The 
aim of the present volume is to present a simple record of the 
work done by the League during the first ten years of its 
esistetice shoe tis av statentiont of facts. It seeks neither to 
discern the causes of events nor to estimate their effects, still 
less to relate particular causes and effects to those general laws 
of historical truth which it is the historian’s highest function to 
illustrate and to establish. | It is, if not strictly what is called 
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an official document, at any rate a document produced under 
the limitations by which the official is hedged.’’ It is one of 
the League’s chief innovations in international affairs to have 
contrived a method whereby the representatives of States sooner 
or later express what is in their minds without thereby causing 
serious diplomatic tension. This book is itself an illustration 
of the method by those who are mainly responsible for its 
inception and success. The narrative is steered skilfully between 
the Seylla of indiscretion and the Charybdis of officialism on 
the course which is normally set by the Secretariat for the 
discussions of the League. The authorship of the book should 
not be allowed to estrange either the serious student of inter- 
national relations in search of accuracy and impartiality or the 
general reader in quest of information attractively expressed. 

A short introductory chapter outlining the constitution and 
organisation of the League precedes a series of special sections 
corresponding to the main branches of the League’s activity in 
which the record of the achievement is carried down to the 
close of the Tenth Session of the Assembly. A final chapter on 
the League and Public Opinion completes by far and away the 
best panoramic picture of the activity of the League which has 
yet appeared. 

It would be ungracious to ask for more; but at least one 
reader would have appreciated the inclusion of more precise 
information about the composition and competence of the non- 
technical and technical committees set up by the Council. In 
this respect the chapter on ‘‘ International Transit and Com- 
munications ’? is a model. This addition would no doubt have 
lengthened an already lengthy book, but it would also have 
spared observers and students of the League much bewilderment 
and considerable loss of time amid the dreary desert of a 
formidable documentation. 


S. H. Batrey. 


The Age of the Chartists, 1832-1854. A Study of Discontent. 
By J. L. Hammonp and BarBara HamMmonp. Longmans, 
Green and Co. 1930. Pp. 366. Price 12s. 6d. 


This vivid study of the quality of the civilisation, more 
especially in its urban forms, built up in this country in its 
first phase of industrialisation, is in effect a continuation of The 
Town Labourer and The Skilled Labourer. It embodies the 
same outlook and the same approach. It need scarcely be said 
that there is the same thorough examination of sources, the 
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same capacity of imaginative selection and interpretation, the 
same brilliance of manner and the same passionate hatred of 
squalor and ugliness. The Age of the Chartists is, of course, 
an uncomfortable book. There are those who will enjoy it 
because they like a good hate. There are those who will detest 
it because in some mysterious way they discern only a muck- 
raking process in the disinterment of the seamy side of a past 
age, or find in it a sort of treason towards the substantial 
achievements which have come to fruition in the present. And 
there are those who will read it for what it is—an attempt to 
penetrate below the more public phenomena of a society to its 
workaday commonplace features. That historians neglected 
this sort of material too long is a trite enough remark, but even 
now its importance is not adequately recognised. It is impossible 
to discover the formative influences of any modern society by 
studying only or even primarily its governmental activities. The 
terrific struggle over the Corn Laws, for example, begins to 
wear an unreal look, The more striking external phenomena of 
that period are not those upon which the historian fastens as 
those that ultimately mattered most. If the historian’s function 
is to discover the forces of change—and it is not enough 
nowadays to attempt less, though there are other purposes as 
well—he must of necessity concern himself with those conditions 
which determine the quantity and quality of the work that 
people will do, the length and vigour of their lives, their 
capacity to spend and to enjoy, the measure of their mastery 
over their environment and their willingness or otherwise to wax 
fruitful and multiply. In their analysis of the discontent of the 
Chartist age, it is just these primary factors with which Mr. 
and Mrs. Hammond are concerned. It may be that there is 
little in their work about the movements of bank rate, and that 
they are not always too delicately precise about the exact 
formulation of a political or economic doctrine of the period of 
their study. There is, perhaps, too little of bank rate, or of 
bankruptcy, and too little of economics and politics. But they 
have made, and are here making, an indispensable contribution 
to historical studies, and therefore to the understanding of our 
own day. It would be difficult to answer the question how much 
history is necessary to effective citizenship in this present time : 
the answer ‘‘ not much ’’ is too facile to be convincing. How- 
ever that may be, it is increasingly unwise, if not dangerous, to 
neglect this kind of history, especially when it is that of a 
society so closely related to our own, Labour movements, social 
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policies, economic achievement or its limiting conditions, even 
international relationships nowadays have their origin in it. 
The reader will find in The Age of the Chartists a fully 
documented account of those things which*made the immediate 
physical and cultural environment of common folk in the twenty 
years that followed the first extension of the parliamentary 
franchise. He will discover what a limited thing education was, 
how poor the opportunities of recreation, how oppressive the 
Malthusian poor-law, how unimaginative the government of 
urban areas. It is a catalogue of evils, based on a very wide 
range of sources. The question inevitably arises as to whether 
the picture is overloaded with sordid detail. The answer lies in 
a recognition of the purpose of the book. Its intention is to 
analyse the sources of popular discontent, and the sources do 
lie unquestionably in the conditions which are here described. 
It is easy to be impatient with that discontent, easy to protest 
that people were then, and their historians are now, dwelling 
disproportionately upon the bad to the exclusion of the good. 
Yet it has to be remembered that discontent is most acute, most 
likely to stimulate activity of a revolutionary character, when 
there is room for a contrast between what is and what might 
be. The Chartist movement itself receives only a slight treat- 
ment in these pages, but the fundamental sources of that 
peculiarly British equivalent of the Continental revolutions of 
1848 are more fully-illuminated than they have ever been before. 
These chapters make it clear that humanitarianism, vital an 
influence for improvement though it was, was not enough as a 
solvent for these evils. Just as the Parliament of the era before 
1832 was inadequately equipped for the effective handling of 
social weakness and the purposive guiding of economic change, 
so the reformed Parliament.fell behind the needs of the day in 
its outlook and in its intelligence system. It was not that it 
was insensitive to evils. It acted quickly and with goodwill 
when it got to know about them. But it was so narrowly 
representative of the whole community as to be content with 
humanitarianism when the full doctrine of Benthamism was at 
its disposal. And it required an armoury of social statistics 
far greater than those at its command. The most contradictory 
figures, for example of wages, were bandied about in debate 
without anyone being able to say where the real truth lay. It 
may well be that the evil genius of these days was less in 
Parliament than in the conditions of local government. The 
then conditions of local government were inimical to effective 
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central government: there was permanent disequilibrium 
between the powers and functions of central authority and local. 
The phase of government through private bill legislation was 
giving place to the phase of government by statutory com- 
mission. When Toulmin Smith protested against the latter in 
the name of the ancient liberties of the English citizen, he was 
arguing in a very academic way. ‘The ancient liberties 
were not embodied in vital institutions, and hence the new 
industrialism made devastating inroads into the decencies of 
life even at the very moment when it was offering an ultimate 
liberation from oppressive and over-long toil and an ultimate 
conquest of enlarged standards of life. The way of industrialism 
has been hard wherever it has appeared : it would not have been 
so hard in England had the mother of Parliaments in West- 
minster been a little more sensitive to her poor relations in 
the shires and the towns. There has been a tendency latterly, 
in the writings of M. Halévy and elsewhere, to laugh Chartism 
out of court as mere effervescence. Its public history matters 
little enough, perhaps. Yet its inner meaning is important. 
Perhaps the most significant thing about it is that it soon shook 
off Francis Place and continued on its own inarticulate way. It 
is the inarticulateness or the diffuseness of Chartism that makes 
it an important social movement, and that in the long run 
provides the answer to the question of the validity of Mr. and 
Mrs. Hammond’s analysis. 

There is another question which springs to mind on reading 
this book. As in their earlier works very effective use is made 
of the contrast between the nasty towns of industrialising 
England and the city-states of the ancient world. Is that 
contrast valid? Is it fair to contrast Athens and Manchester? 
To some extent an answer to this question is implied in the 
preceding paragraph. To contrast a city-state and a city is to 
contrast two different organisms, especially when the govern- 
mental institutions of the city have fallen into decay or never 
been allowed to develop in an independent way. To some extent 
an answer might be gathered from a comparison between the 
public expenditure of early Victorian England and of Athens. 
If that comparison were made statistically, the record of early 
industrialism here would be more imposing than it is commonly 
assumed : if the statistics were illustrated by photographs, Mr. 
and Mrs. Hammond would win hands down! The comparison 
is only real, however, if itis a comparison of like with like, and 
even then only if it is all-embracing. Doubtless a good many 
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of the readers of this book will accept Mr. and Mrs. Hammond’s 
parallelisms without demur. To probe beneath the moving 
eloquence is well worth while. One feels that, given an equal 
wealth of material for ancient civilisations, a rather similar 
picture of social conditions to that here presented of this country 
could be painted, and that a comparison is made between the 
heyday of one civilisation and the early youth of another. Even 
so the reading of this valuable book is a profoundly moving 
experience. It will help, as the earlier works of Mr. and Mrs. 
Hammond have done, to sharpen our sense of social responsibili- 
ties and to lead to the formulation of a healthy ideal of social 
justice. H. L. BEALEs. 


British Foreign Policy, 1660-1672. By KEITH FEILING. 
London: Macmillan. 1930. Pp. xii+385. 18s. 


Among the three or four books which have lately appeared on 
the diplomatic history of the later Stuart period, Mr. Feiling’s 
has the distinction of being the most intensive study. It has 
other qualities of a noteworthy book: literary grace, as his 
readers have learnt to expect; an unfaltering courage in the 
exploration of a labyrinthine subject; and a ripe understanding. 
Mr. Feiling knows the right moment to relieve the tedium of 
exposition with a half-length of one of his characters. The 
sketches of Downing and Arlington, to mention two of them, are 
wonderfully drawn. Sometimes a brief reference deftly puts an 
individual into the right place among his contemporaries. Of 
Clarendon as a foreign minister we are told, ‘‘ His views were 
not so much false as irrelevant.’? Of the Imperialist Lisola, 
““ Great and inspiring he never ceased to be. It was his mis- 
fortune that he was too big for his employers, and that the 
brakes from Vienna were always grinding against this 
impulsive, vehement machine.”’ y 

In short, this book is a striking contribution to our knowledge 
of an obscure period, and, if taken in leisurely doses, is a 
pleasure to read. Having indicated my admiration for a first- 
rate piece of work in a difficult field, may I, perhaps, ask Mr. 
Feiling’s indulgence for certain criticisms which neglect the 
detailed development of the diplomatic story and express what I 
cannot help feeling must be the views of that important person 
the ‘‘ general reader’? and of that more remote individual the 
economic historian. 

It is, I believe, a point against Mr. Feiling that his book can 
only be intelligibly followed by the expert. ‘There are obscure 
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sections which presuppose a knowledge of nearly all the facts 
except those brought into intimate relationship by the author’s 
researches. Without previous instruction the reader can hardly 
be expected to gather from Chapter V on the close of the second 
Anglo-Dutch struggle whether England is at war with three 
powers or only with two. Far too great a knowledge of the 
complex relations existing between the German states is taken 
for granted. Diplomatic events, which although outside the 
period yet have a bearing on the story, such as Magnus 
Intercursus and the Treaty of the Pyrenees, seem to want 
interpretation and commentary. In spite of the two excellent 
introductory chapters we are left feeling that the author has 
begun in the middle of a tale already partly told, and many an 
undergraduate reader will abandon the book in despair. 

Turning to the economic point of view it is only fair to say 
that the trading, colonial and fishing disputes which played 
havoc with Anglo-Dutch relations are given ample treatment; 
but the English Acts of Trade, in view of their prominence in 
discussion, might have received more attention (Why are they 
referred to throughout in the singular as the Navigation 
Act?). It is in the matter of commercial dealings with France 
that most disappointment is caused. Surely the diplomatic 
tangle in which Charles II’s ‘‘ Catholicity,’’ Arlington’s sense 
of expediency and the rancour of public opinion were all involved 
on this side of the Channel would be made clearer and not darker 
by an occasional estimate of the state of the tariff controversy in 
which England, the United Provinces and France were con- 
cerned. Mr. Feiling rightly credits the gossip of the town and 
the bias of the House of Commons man with influence on policy. 
Should we not be told how these in turn were influenced by the 
economic interests ? 

Both apparatus of criticism and index are excellently done. 

A. V. JupGEs. 


Social Problems and Policy during the Puritan Revolution 
1640-1660. By Marcarer James. Routledge. 1930. 
Pp. viii+430. 21s. 

Miss James sees her period as dominated by two factors ; on 
the one hand, the economic depression which coincided 
with, and was aggravated by, the Civil War; on the 
other, the emerging philosophy of economic individualism com- 
pounded, partly of the Puritan canonisation of the business 


virtues, partly of a dawning rationalism, with its social justifica- 
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tion of the motive of self-interest. Leaving aside all matters of 
finance and trade, she has explored the pamphlet literature and 
the official records of the time to discover the attitude towards 
social problems which these factors bred in contemporaries. The 
material which she has collected amply bears out her not 
unexpected contention that in many ways the Interregnum 
marks a watershed in the history of English social thought and 
policy; that in it we find the roots of the public enthusiasm for 
enclosures and improved agriculture, of the monopoly-free 
industry, of the councils for promoting tradé, of the encourage- 
ment of immigration, of the increasing harshness towards the 
poor, and of the generally more rationalistic and individualistic 
outlook which distinguished the policy of the next hundred years 
from that of the early Stuarts. The government, it is true, did 
not keep pace with contemporary thought, but this does not 
invalidate Miss James’s argument, for it was precisely through 
precept rather than by example that the Commonwealth was to 
influence later developments. 

But the most interesting phases of revolutionary thought are 
not always those which lead to immediate results, and some of 
the most fascinating parts of Miss James’s book are those in 
which she deals with the communistic activities of the Diggers, 
the attacks of the Levellers and other land reformers on copy- 
hold tenure and the system of primogeniture, the democratic 
movement which challenged the London oligarchs in City and 
in Livery Company, the Utopias of Harrington, Winstanley, 
Harthb and Cornelius, and the various projects for legal and 
educational reform. ‘These bore no immediate fruit, but they 
are full of significance for the student of social thought. 

It is in dealing with the ideas of the time that Miss James 
is at her best and, although» at times her story tends to stagger 
under too heavy a load of examples ayd quotations, her handling 
of the pamphlet literature of the time is generally excellent. 
The most disappointing feature of the book is its rather 
superficial treatment of provincial, as distinct from London, 
policy. There is, to mention but one example, no indication 
whether the democratic agitations described in Chapter V were 
peculiar to the capital or were paralleled elsewhere—surely a 
matter of some importance. And at the end, the reader is still 
left in doubt whether the Commonwealth did see any great change 
in the ideas and policy of the provincial magistrates. But, this 
criticism apart, there can be no doubt that Miss James has made a 
contribution of definite value to historical knowledge, and that 
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her work must inevitably take a place among the authorities for 
the seventeenth century. F. J. FISHER. 


The Diary and Correspondence of Henry Wellesley, First Lord 
Cowley, 1790-1846. Edited by CoLone, THE Hon. F. A. 
WELLESLEY. Hutchinson & Co. 10930. PD10..25s. 


In this volume the late Colonel Wellesley has brought to light 
from his well-stocked family archives an ample selection from 
the diary, official despatches and private correspondence of his 
grandfather, the first Baron Cowley, the father of the first Earl 
Cowley, on whose career he published in 1928 some papers in 
The Paris Embassy during the Second Empire. The first Lord 
Cowley began life as Henry Wellesley in 1773; he served as 
British Minister to Spain, and Ambassador ‘at Vienna and at 
Paris, successively, and almost continuously, during the period 
1810 to 1846, the year before his death, but no study of his 
life and career has been written. He was the youngest of five 
brothers, all of whom secured peerages: the eldest, the Earl of 
Mornington, was created Marquess Wellesley for his distin- 
guished work as Governor-General in India, and the third son 
was the Duke of Wellington himself. Cobbett characterised the 
Wellesleys as ‘‘ that damned infernal family,’’ and railed at 
their arrogance: they had at least the excuse of distinguished 
public service. 

The interest of the book lies rather in the shifting pictures it 
presents of the diplomatic situation in Europe than in the mate- 
rials from which a biographical synthesis can be built up. The 
documents relate almost completely to Cowley’s official work, 
and whilst it is possible to appreciate his qualities as an ambas- 
sador, it is only occasionally, with the aid of an editorial note, 
that it is possible to glimpse Cowley, the man. He left Eton for 
the army ; studied languages and travelled abroad ; escaped from 
revolutionary France in an open boat; served Wellesley in a 
minor capacity in India; on his return made an unsuccessful 
marriage, but secured £20,000 in damages from the man who 
eloped with his wife; had his marriage annulled by Act of 
Parliament, and married again. He had distinct personal gifts, 
and was described as the most charming and lovable of the 

ey family. 
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particularly after the Vienna settlement of 1814- 
dent of the British policy of the period 
the authoritative studies of Castlereagh 
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and Canning as Foreign Ministers which have been made by 
Professors Webster and Temperley, and perhaps also Hall’s 
Orleanist Monarchy. But the general reader with historical 
interests might find Colonel Wellesley’s book a welcome alter- 
native to the ordinary period text-books, for here he has before 
him some, at least, of the first-hand materials for the diplomatic 
history of the period’ He is able, either from Vienna or from 
Paris to follow stage by stage the reactions of the Powers to the 
various problems which arose, and to determine the principles 
by which the policies of the Great Powers Were guided. He is 
able to meet, too, on familiar terms some of the chief statesmen 
and monarchs of the time, notably Metternich, Guizot, Francis 
II of Austria, Louis Philippe, and Ferdinand VII of Spain. 
Incidentally, the book is plenteously enriched by reproductions 
of portraits of nearly all the political figures of the period : 
even Princess Lieven is here, and the portrait of Ferdinand VII 
is an unmistakable historical document: fat, shifty and 
sinister—a perfect stage villain—how wise was Napoleon to 
drive him from Spain, and what an anticlimax to the Peninsular 
War to bring him back ! 

In the history of international relations the period of Cowley’s 
career had great interest. In the Congress system dear to Metter- 
nich and Castlereagh lay the idea of international machinery by 
means of which the Great Powers could resolve the difficulties of 
Europe, and perhaps also of Spanish South America. The troubles 
of Europe were ever recurrent national or constitutional revolts in 
various states, Naples, Spain, Portugal, Greece, France, Belgium 
and Poland. The danger was that war should ensue on the inter- 
national plane. By the Treaty of London in 1827 Canning 
shattered the Congress system and the dreams of Metternich to 
preserve an unchanging, monarchist organisation in Europe. The 
reader will find brief and clear analyses of the principles of policy 
professed by Metternich and Canning (e.g. pp. 102-4 and 190). 
Metternich’s policy was admirably suited to the peculiar needs 
of the Habsburg Empire: peace, the status quo, and non-inter- 
ference by arms in the internal affairs of other states unless 
Habsburg frontiers were endangered. Canning—‘‘ without 
whom the world might never have been freed ’’—kept his eye 
on the House of Commons, whose will could not be thwarted; 
he avowed that he was no more a revolutionary than Metternich 
(p. 104), but he was keen to recognise and to help the national 
and constitutional aspirations of peoples struggling for freedom 
—in Greece, Portugal and the New World. Fundamentally 
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Metternich and Canning stood for diametrically opposed ideals, 
the one static, the other dynamic. Metternich wished to keep 
Europe safe by preserving its absolute kings: to him, said Can- 
ning, “‘monarchy is the charm on which . . . internal tranquillity 
depends.’’ Canning, on the other hand, wished to keep Europe 
safe for the realisation of genuine desires for liberal institutions 
and for national independence. One of the main trends of nine- 
teenth-century history lay implicit in this antithesis. The school 
of Metternich long held the day: 1830 and 1848 certainly saw 
it still in the ascendant, and not until the Great War and the 
collapse of the Russian, Turkish, German and Habsburg empires 
was it finally discredited. W. G. East. 


The Marxian Theory of the State. By SHermMan H. M. Cuanc, 
Ph.D., with an introduction by J. R. Commons. Published 
by the author, Philadelphia, 1931. Pp. 222. 


Dr. Chang’s work falls within the category of textual criticism 
rather than of the essay in political theory. A characteristic of 
the philosophy expounded by Marx and Engels is that it was not 
composed as a “‘ system ’”’ in the form of a treatise, but was 
expounded in the form of commentary on current discussion and 
current events ; the solitary exception to this rule being found in 
Marx’s economics. ‘This book is a painstaking attempt to collate 
the various references to the State in the writings of Marx and 
Engels and their interpreters, and to bring them together as a 
consistent whole. In this, Dr. Chang has adopted the réle simply 
of editor and commentator: nearly two-thirds of the book con- 
sists of quotations or of textual footnotes. This work he has 
performed with considerable care and erudition : a thoroughness 
only matched by his own diffidence to contribute anything of 
his own in the way of interpretation or of concept. Yet where 
his caution ventures on interpretation (which is usually of a 
purely textual kind), the author’s judgment seems sounder than 
that of most other academic interpreters of Marx, who have 
handled their task with less knowledge. For instance, Dr. 
Chang seems right in rejecting (as against Seligman) the identity 
of Historical Materialism with the Economic Interpretation of 
History, and in rejecting the interpretation placed on the 
Marxian concept of the State by writers such as Kautsky, 
Sombart and Simkhovitch. Of particular interest is the new 
light thrown on Engels’ latter-day viewpoint by the publication 
of certain passages in a posthumous Preface by Engels which 
were suppressed by Bernstein for political purposes. ‘The least 
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satisfactory part of the book is, perhaps, the chapter on ‘‘ The 
Philosophical Background ’’ and the concluding and summaris- 
ing chapter. Here the author’s editorial caution leads to some- 
what arid explanations, which give to notions a character (to 
borrow the phrase from E. M. Forster) that is “‘ flat’’ rather 
than ‘‘ round.’? Some of the terms used in explanation, such 
as the distinction between ‘‘ ultimate’? and ‘‘ immediate ”’ 
causes, are question-begging and unsatisfactory. To describe 
Historical Materialism as ‘‘ consist(ing) of two elements : 
materialism and dialectics ’’’ does not help to’ resolve the apparent 
dualism which such an elementary statement seems to imply ; and 
it seems hardly consistent (prima facie, at least) with the 
dialectic to suggest that in Marx’s view communism, once 
reached, would ‘‘ last for ever.’? Indeed, nowhere does the 
author show any full comprehension of the distinctive features 
of Dialectical Materialism, in which respect, of course, he is not 
alone among writers on Marx. Again, the important notion 
of ‘‘ democratic centralism’’ receives very scanty treatment, 
and the fertile hints in Marxian writings on this concept are 
left undeveloped. 

Despite these faults the book supplies an urgent need, and 
those who wish for a convenient summary of the theory of Marx 
and Engels on the State cannot do better than read it; 
while as a permanent work of reference the book will have 
enduring value. Dr. Chang seems right in claiming that this 
theory has been as misunderstood as it has been unduly 
neglected by historians and political theorists (in part, 
perhaps, because inferior thinkers like Oppenheimer and 
Loria have annexed certain portions of the theory as their own) ; 
and the author has done considerable service to English and 
American readers by presenting them with a reliable and con- 
veniently-documented summary. As Protessor Commons says 
in his Introduction: ‘‘ He [the author] was surprised that 
nobody had written fully on the political theory of communism. 
Everybody treated it as a Labour Theory of Value. As far as 
I know he is right. This is the first scholarly book on the 
Marxian Theory of the State.” MaovricE Doss. 


Constitutional Law. By E. C. S. Wave, M.A., LL.M., and 
G. GoprREY Puiniirs, M.A., LL.B. Longmans, Green 
and Co. Ltds..Pp..xxill+476..,. 21s. met. 

Mr. Ramsay Muir accused teachers of Constitutional subjects 
of being fifty years at least behindhand in their politics. Perhaps 
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he was led to do so by the paucity of books on Constitutional 
Law published from the Universities during the present century. 
Dicey has held the place of honour in every “ list of books 
recommended ’’ since 1885, and in 1885 Dicey was already 
behindhand in his politics. While considerable attention has 
been paid to the Imperial aspects of the Constitution, and some 
attempt has been made to deal with local government, little has 
been said in recent years about the core of the constitutional 
system, 

Cambridge has now given us what we have long needed, a 
book which would cover in a single volume the general principles 
of English Constitutional Law. In many respects, too, it breaks 
with tradition. Hardly one of Dicey’s ideas escapes criticism, 
though the criticism is always moderate and unassuming. Those 
ideas of Dicey which were correct when he first published his 
book (and some of them were not) have since been falsified by 
the lapse of time. The Sovereignty of Parliament is now such 
an obvious legal fiction that it cannot be studied except in the 
light of the limiting conventions : the conventions dealing with 
Parliament are at least as important as those dealing with the 
prerogative, and it is no longer true to say that their whole object 
is to see that the prerogative of the Crown is exercised in 
accordance with the wishes of the people: the Rule of Law as 
anything more than a general principle of due process of law 
existed only in Dicey’s imagination; and only a conservative 
lawyer could have suggested that the reason for obedience to 
constitutional conventions is the fear of breaches of law. All 
these ideas are politely but firmly destroyed in the book under 
review, as are a number of less important suggestions—the idea, 
for instance, that a Common Law constitution is more flexible 
than an enacted constitution. 

Another breach with tradition is the treatment of the “ Law 
relating to Public Administration.”’ It is difficult to understand 
why the journalistic activity of the High Court should deprive 
us of the useful term ‘‘ Administrative Law,” which has meant 
“ the Law of Public Administration ’’ in England and elsewhere 
for a century. But under any name the treatment is welcome, 
for until recently Oxford and Cambridge consistently ignored 
the existence of any such body of rules. Proceedings against 
the Crown were regularly treated, for instance, in a survey of 
the Prerogative under the maxim ‘ the King can do no wrong,”’ 
or else in close connection with pardon and nolle prosequi under 
the title ‘‘ The Courts and the Constitution.’’ In this respect, 
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indeed, this book could, in the reviewer’s opinion, be improved. 
The whole of Administrative Law could be brought together. At 
present, a section on ‘‘ The Executive ’’ is followed by a section 
on ‘‘ The Judiciary,’’ which is itself followed by a section on 
“ Local Government.’’ Now there is in fact as well as in legal 
theory no separation between central administration and local 
administration. ‘The-section on Local Government, for instance, 
contains a chapter on ‘‘ The Courts and Public Authorities ”’ 
which has at least as much relevance to central government as 
to local government, while the section on“the judiciary has a 
chapter on Remedies against the Crown, as if it were possible 
to discuss the relation between the Courts and public authorities 
without discussing remedies against the Crown, or discussing 
remedies against the Crown without dealing with the relation 
between the Courts and the public authorities which exercise the 
royal prerogative. 

The book also follows tradition in describing the present 
system of Courts, in discussing what Dicey called the ‘‘ funda- 
mental rights ’’—freedom of person and property, freedom of 
discussion, freedom of public meeting—and in devoting a section 
to the Church. Inclusion and exclusion are no doubt matters 
of personal opinion, but in the view of the reviewer, these 
matters are not properly dealt with in an elementary book on 
Constitutional Law. 

The relations between the Courts and the other departments 
of government are, no doubt, part of Constitutional Law. But 
the actual system of Courts is much better dealt with, as Duguit 
suggests, in relation to private law. The ‘‘ fundamental rights’”’ 
do not exist as such. English law recognises no rights more 
fundamental than others, except to a limited extent for the 
purpose of interpreting statutes. Dicey took certain rights 
which seemed to him to be fundamental, and which were to be 
found in many of the nineteenth-century constitutions. But in 
our day we might think the right to freedom of religious belief 
or the right to work or maintenance as of more importance. 
There is, it is suggested, no reason for separating certain parts 
of our criminal and private law from the main body of that law, 
on the ground that they deal with rights which are morally 
more ‘‘ fundamental.”’ 

In a Code, there is no doubt that the Church would have a 
section to itself in the part devoted to Constitutional Law. But 
so would Public Health, Education, Road Traffic and Electricity. 
These are all services provided by governmental institutions : 
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and so long as the Church of England is a governmental institu- 
tion it must be regarded in law as an institution providing 
services. In an elementary text-book, it is possible to treat of 
general institutions of government cnly—the Central Depart- 
ments and the ordinary local government organisation. In a 
complete book on Administrative Law, all governmental institu- 
tions would be dealt with. But where the institution provided 
a special service, like the B.B.C., the Central Electricity Com- 
missioners, or the Road Traffic Commissioners, it would be 
dealt with in relation to that service. How many of the services 
should be mentioned in an elementary book is a matter of 
opinion, but it is suggested that the service provided by the 
Church, which affects only a minority of the population, is by 
no means so important constitutionally as, for instance, public 
health or electricity. The very unusual constitutional position 
of the Church is of the greatest interest, but since it cannot form a 
precedent, it hardly seems worth while to include it in a book 
which must omit the B.B.C., the Central Electricity Commis- 
sioners, and the Board of Control. 

Apart from these questions of arrangement and selection no 
criticism of the book can be made. There are some small errors 
of fact, which must necessarily creep into a first edition of a 
work covering so wide a field. These, no doubt, will be corrected 
in future editions. But one exception must be made. The 
section on ‘‘ The British Commonwealth ’’ was, no doubt, the 
most difficult of all to write. It is certainly unsatisfactory as it 
stands. For one thing, it contains far too many facts and far 
too little emphasis upon general ideas. And, what is more 
important, it takes a much too legalistic view of the organisation 
of the British Empire. The actual law dealing with the relations 
between the Dominions and the United Kingdom is of small 
importance. The conventions cover the whole field, and the 
law has had to be made to fit the conventions. It should be said 
that this very criticism was made by Mr. Wade, and the two 
authors seem to have agreed to differ. 

There is no doubt that this book will become the standard 
work for students. One wonders, indeed, whether it will hence- 
forth be necessary, as is suggested in the Preface, for the 
ordinary student to read Dicey. For those Universities, like 
the University of London, where the syllabus includes Consti- 
tutional History, the need to prescribe Dicey will still arise, 
owing to his profound influence upon the constitutional develop- 
ment of the last forty years. But whether the student ought 


502 ECONOMICA [ NOVEMBER 


not to be warned that his book is history and not modern law 
is a question urgently raised by this book which the reviewer 
would be inclined to answer in the affirmative. 

W. I. JENNINGS. 


Nationality within the British Commonwealth of Nations. By 
E. F. W. Gey van Pirtus, M.A.(S.A.), Ph.D.(Lond.). 
P.S.iKingrand.son.Ltd. -Pp..xv#-238. 10s. net. 


The subject of nationality within the British Commonwealth 
might be treated in two ways. In the first place, it is a general 
political problem, depending to some extent on the existing 
rules of nationality, but more upon the present constitutional 
organisation of the Empire. Given the new relations involved 
in the conception of ‘‘ commonwealth,’’ what sort of nationality 
laws ought the British nations to have? ‘This is the problem of 
political science, involving a knowledge of law, but not neces- 
sarily a training in law. Or in the second place, the problem 
might be treated merely as a legal problem. What is the 
existing law, what difficulties of interpretations are there, how 
can these difficulties be settled, what changes have been pro- 
posed, and why? ‘These are the questions which would be 
answered in any such legal examination of the nationality laws 
of the Empire. To answer them is needed not merely a 
knowledge of the facts of the law, but a training in legal 
technique. 

The author of this book has chosen the second method of 
approach, though it was written as a thesis for the degree of 
Ph.D. in the Faculty of Economics and Political Science, and 
he has had, apparently, no legal training. He has diligently 
collected masses of facts, he has paid considerable attention to 
the Dominion statutes as well as the English, he has read all 
the cases. Perhaps, therefore, his thesis deserved the Ph.D. 
degree. But one wonders whether “it was worth publishing. 
There are certainly some pretty legal problems of nationality 
within the British Empire. Dr. van Pittius has discovered 
most of them. He has collected the facts, posed the problem, 
and then, without more ado, given his solution. In reading his 
book we are reminded of the problems of our arithmetic books. 
We have the problem, and the answer is in the back of the book, 
but we do not see how to get it. Dr. van Pittius has, apparently, 
solved all the problems by intuition. It must be admitted that 
this is the method of the present High Court, but the Court 
does give us an argument by which it could have arrived at its 
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conclusion if it had not already arrived there by other means. 

Given this major criticism, it is perhaps hardly worth while 
to point out that there is a tradition in the citation of cases 
which is worth continuing, that colonial courts are bound by 
decisions of the higher English courts on points of English 
law, that there were no British subjects in the days of 
feudalism, that there is a certain distinction between Constitu- 
tional Law and International Law, and that the Territorial 
Waters Jurisdiction Act (whose short title is wrongly quoted) 
does not show any acceptance of the view that a ship is the 
floating territory of the country. 

W. I. JENNINGS. 
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P. S. King & Son. tos. 6d. 221 pp. 

Southampton: A Civic Survey. Report of the Civic Survey Committee 
of the Southampton Civic Society. Edited by P. Ford. Oxford 
University Press, London: Humphrey Milford. 30s. 99 pp. 

ERVIN SPENCER: The Magistrates’ Courts of Philadelphia. Thomas 
Skelton Harrison Foundation. Philadelphia. 1931. 219 pp. 

QO. M. W. SprAGuE: Major and Minor Trade Fluctuations. Printed in 
advance of the Journal of the Royal Statistical Society. Volume 
meen Patt TY. no3r, 1s) 6d/ 34 pp. 

Srr JostaH Stamp: Papers on Gold and the Price Level. P. S King 
& Son, Ltd. 7s. 6d. «126 pp. 

TIIOMAS SKELTON HARRISON FOUNDATION: The Statistical Department 
of the Municipal Court of Philadelphia. 1931. 118 pp. 

GrorGcE C. Tryon: A Short History of Imperial Preference. Philip 
Allan. 2s. 6d. 96 pp. 

FrEeDA UTLEY: Lancashire and the Far East. George Allen & Unwin. 
16s. 390 pp. 

CESARE VANNUTELLI: Le Materie Prime: Lo Zolfo. Ed. L’Industria 
Lombarda. Milan. 1931. L.8. 74 pp. 

HotmMrES WAGHORN: The North-East Coast Countryside Electrical 
Development. Newcastle-upon-Tyne Electric Supply Co., Ltd. 
24 pp. 

He G. coe : Essai sur ’Universalisme Economique Othmar Spann. 
Félix Alcan. Paris. 1931. Francs 30. 327 pp. 

D. WARRINER: Combines and Rationalisation in Germany, 1924-1928. 
P. S. King & Son. tos. 6d. 222 pp. 

Srmon YANG and L. K. Tao: A Study of the Standard of Living of 
Working Families in Shanghai. Institute of Social Research. 
Peiping. 1931. 86+lv pp. 

C. C. ZIMMERMAN: Farm Trade Centres in Minnesota, 1905-1929. 
University of Minnesota. 69 pp. 
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PUBLICATIONS OF THE LEAGUE OF NATIONS. 


The Agricultural Crisis. Volume I. George Allen & Unwin, Ltd. 
TO3L817Sm0d wg1O, pps 

Evolution of Economic and Commercial Policy (Autonomous, Con- 
tractual and Collective) since the Tenth Assembly. George Allen 
& Unwin, Ltd. 6d. 8 pp. 

The International Labour Organisation. Preface by Albert Thomas. 
George Allen & Unwin, Ltd. 12s. 6d. 382 pp. 

Report by the Secretary-General to the Assembly on the Work of the 
Commission of Enquiry for European Union. George Allen & 
Unwin, Ltd. od. “21 pp. “ 

Fourth General Conference on Communications and Transit: Prepara- 
tory Documents. Volumes I and II. George Allen & Unwin, Ltd. 
18..3d:,428 ‘ppa (Violet) s:od:, 20: ppa{(VOl Les 

Economic Committee: Report to the Council on the work of the Thirty- 
Fifth Session. George Allen & Unwin, Ltd. 1s. 3d. 29 pp. 

Memorandum on Production and Trade, 1925 to 1929-30. George Allen 
& Unwin, Ltd. 383d. 139 pp. 

Memorandum on International Trade and Balances of Payments, 1927- 
1929. Volume II. George Allen & Unwin, Ltd. 6s. 215 pp. 
The Cause and Phases of the World Economic Depression. George 

Allen & Unwin, Ltd. 6s. 337 pp. 


1931] 


Periodicals Received 


Annali di Economia. Volume VII, 1931. Universita Bocconi, Milan. 

Commercio. Rome. June, July, August, September, 1931. 

Economia. Rome. May, June, July, August, 1931. 

The Economic Record. Melbourne. May, 1931. 

The Ganga. Lahore. Spring, 1931. 

Giornale degli Economisti e Rivista di Statistica. Rome. April, May, 
June, July, August, 1931. 

Handbook of the Cambridge Law School. 1931-1932. 

Handbuch des Deutschen Staatsrechts. Tiibingen. Band II, Bogen 22- 
24, 25-27. 

Indian Journal of Economics. Allahabad. July, 1931. 

Journal of the Royal Statistical Society. Volume XCIV, Part III. 1931. 

Kyota University Economic Review, July, 1931. 

Labour Gazette. Bombay. June, July, August, 1931. 

Labour Monthly. July, 1931. 

La Riforma Sociale. Turin, July-August, September-October, 1931. 

Nuovi Studi di Diritto, Economia e Politica. Rome. May-August, 1931. 

Organizacion. Santiago de Chile. July, 1931. 

Revista de Ciencias Economicas. Buenos Aires. March, April, June, 
Mist: 

Rivista del Diritto Commerciale e del Diritto Generale Delle Obbliga- 
zioni, Milan. March-June, July-August, 1931. 

Rivista Internazionale di Scienze Sociali e Discipline Ausiliare. Milan. 
May and September, 1931. 

The Social Service Review. Chicago. September, 1931. 

The Sociological Review. January-April, 1931. (Index.) 
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School Notes 


School of Economics Research Studentships have been awarded for 
the session 1931-32 as follows: i 

Research Studentship on the Ratan Tata Foundation to Victor 
Edelberg, B.Sc.(Econ.). 

Research Studentship in Economics and Political Science to Richard 
James Hammond, B.A. 

The Metcalfe Studentship for Women, awarded by the University of 
London and tenable at the School of Economics, has been divided for 
1931-32 between Alma Mary Swallow and Sylvia Lettice Thrupp. 


Staff. 

Dr. F. A. Hayek, Dr.Jur., Dr.Sc.Pol. (Vienna), Director of the 
Austrian Institute for Economic Research (Konjunktur), has accepted 
a visiting appointment at the School in Economic Science and 
Statistics for the session 1931-32. 

Mr. A. L. Rowse, M.A., Fellow of All Souls’ College, Oxford, has 
been appointed a half-time Lecturer in Economic History. 

Mr. R. S. Sayers, B.A., St. Catharine’s College, Cambridge, has 
been appointed an Assistant in Banking and Currency for the session 
1931-32. : 

The Hon. F. A. Pakenham, B.A., New College, Oxford, has been 
appointed a part-time Assistant in Economics for the session 1931-32. 

Dr. Emile Cammaerts, C.B.E., LL.D. (Glasgow), Professor of 
Belgian Studies and Institutions in the University of London, has 
been attached to the School. 
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